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THE 


METHODS OF RESEARCH—A PLEA FOR 
CO-OPERATION IN THE SOCIAL SCIENCES 


“WE find, too, that those who are engaged in meta- 
physical pursuits are far from being able to agree among 
themselves, but that, on the contrary, this science appears 
to furnish an arena specially adapted for the display of skill 
or the exercise of strength in mock contests—a field in which 
no combatant ever yet succeeded in gaining an inch of ground, 
in which, at least, no victory was ever yet crowned with 
permanent possession.”’—Kani.! 


§ 1. There is, broadly speaking, no serious controversy over the 
theory of method in this country. There is a difference of 
emphasis. There is an irritation about phrases. But almost all 
students of society are in perfect agreement that any exclusive 
concentration upon observation or reason, theory or application, 
is mistaken. The most outspoken champions of pure logic— 
such as Professor Robbins *—would be the last to decry the study 
of economic practice. 'To do so would be to confine our reflections 
entirely to circular reasoning. Nor would the advocates of 
empirical studies—such as Sir William Beveridge* or Mrs. 
Wootton *—deny themselves the aid of reason and hypothesis. 
No science has ever proceeded without the use of pure reason. 
To deny the necessity of it to science would involve, among other 
things, a denial of the use of mathematics as an integral part of 
physics. We can add nothing to Kant’s judgment: 


“ Thoughts without content are void; intuitions without 
conceptions, blind.’’ ® 


Only by the union of reason with observation can anything 


1 Preface to the Second Edition of the Critique of Pure Reason, Meiklejohn’s 
translation. 

* Naiure and Significance of Economic Science. 2nd Edition. Cf. Chapter IV, 
passim. 

’ The Place of the Social Sciences in Human Knowledge Politica, 1937. 

* Lament for Economics, Chapter ITI. 

5 Kant, Critique of Pure Reason. ‘‘ Transcendental Logic: Of Logie in 
General.”” Meiklejohn’s translation. 
No. 190.—voL. XLvIil. o 
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new be discovered. Surely this is obvious? Surely no one now 
denies it ? 

If, then, we are in agreement about what we ought to be doing, 
why is there so much dissatisfaction within and without the circle 
of technical economists? Few would deny that such a dis- 
satisfaction exists. We seem to achieve so little by way of a 
fruitful union between the two activities of thinking and observing, 
And if we do not make this judgment on the results of our efforts, 
the external observers of our subject make it. 

It is the purpose of this article to inquire why this is so. It 
is the argument of this article that we fail, in so far as we fail, in 
the first place because we make no effort to bring theory and 
observation together in any synthesis of our own, and in the second 
place because wedo not co-operate sufficiently with other specialists 
external to the field of economics. As I shall argue, this is not 
in the least to decry any work that is now being done. It is only 
to ask for something else to be done as well. Part I of this 
article is concerned with the first of these needs, and Part II with 
the second requirement. 


I 


§ 2. If we examine the actual output of current literature— 
in the journals and from the publishers—we shall find an extra- 
ordinary divorce between theorising and observation. It is not 
that either type of work is being neglected, but that each type is 
pursued by different people, on different subjects, in almost 
complete isolation from one another. 

Excellent work is poured out continuously in both fields of 
theoretical and applied economics. The journals and the publica- 
tions of economists are full of both. Our pure theory is developing 
at a bewildering pace into an unintelligible thicket of complex 
variables and mathematical symbols. At the same time our 
knowledge of agricultural marketing boards and the mobility of 
labour and the administration of unemployment insurance grows 
—voluminously. But somehow the union between the two, the 
verification of old, the emergence of new, hypotheses is myster- 
iously and disastrously missing. It is difficult to think of an im- 
portant work of verification undertaken in recent years.* 


1 Of course, this statement is not strictly true. There is a small stream of 
studies that do attempt a process of testing and verification. Recent examples 
of this kind of thing are Mr. Whale’s article ‘‘ The Working of the Pre-War Gold 
Standard,’’ Economica, 1937, the works of Messrs. Fowler and Coase on the 
cycle of pig production and much of Mr. Colin Clark’s statistical work. But the 
quantity of such work is small in comparison with the output of the other two 
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In fact, economists are doing two things, and doing them well, 
but doing them separately. In the first place, they are pro- 
ceeding apace with the construction of systematic theorems in pure 
logic based upon assumptions. We all know the articles that 
begin ‘I shall, in the course of this article (or chapter or book), 
assume that there are three men producing two commodities 
with two factors of production under conditions of perfect 
foresight.” We most of us have frequently written such 
essays in pure logic. Here are a few examples from recent 
literature : 


“ We shall assume a community which is wholly engaged 
in the production of a single homogeneous good, which we 
shall call Bread . . . assume perfect competition in the market 
for loans, and consequently in the market for bread ” (J. R. 
Hicks, Economic JouRNAL, Sept. 1935). 

“To simplify the problem still further, let us asswme in 
the first instance that there are no contracts enduring for 
longer than the average period of transaction velocity... .” 
(E. F. M. Durbin, The Problem of Credit Policy, p. 45). 

“ Let us suppose, for example, a community where the 
sole product, and also (by a stretch of imagination !) the only 
finished commodity which its inhabitants buy consists of 
boots ” (M. Dobb, Political Economy and Capitalism, p. 215). 


In all these cases both the author and the reader know 
that the premise of the argument is not only insufficient and un- 
realistic, but that it isevennottrue. It is scarcely surprising that 
theories based upon such hypotheses should remain out of touch 
with observation and below the level of verification. 

This is not, let me repeat, to decry these studies in the very 
least. They are perfectly necessary. They correspond to the 
work of the mathematician in the service of physics. They 
advance our understanding and complete the circle of our logic. 
But they do not produce in themselves knowledge of reality. Nor 
are they the full work of science. The mathematician is not the 
physicist. 





types of publication, and economists do not appear to recognise that this is 
the only part of their output that follows the traditional methods of scientific 
inquiry. A mathematician is not a physicist, much less an engineer. An 
econometrician is not an economist, much less a political economist. 

Of course there are classical works in this field—Viner’s Balance of Canadian 
International Indebtedness, Bresciani-Turroni’s The Economics of Inflation and 
the Inductive Verification of the Theory of International Payments, and Wesley 
Mitchell’s early work upon the statistics of the Trade Cycle. But most of this 
work is noticeably in the past. As I shall argue before this article is finished, the 
output of work is greatly influenced by intellectual fashions. 

02 
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(2) On the other hand, we have an immense outpouring of 
statistics about everything, from bank clearings to the consump- 
tion of cosmetics, and careful factual studies of every piece of 
legislation and economic practice from the recovery measures 
of President Roosevelt to the currency legislative of the 
Mauritius. Here are a few titles chosen at random from recent 
journals : 


“Recent Changes in the Physical Output of Arable 


Farms.”’ ; 
*“* Return to Capital in the Witwatersrand Gold Industry, 


1887-1932.” 
“The United States Social Security Act.” 
“* Cotton Indices.”’ 
“Labour Mobility in the Steel. Industry.” 
“The Profits of Professional Speculators.” 


Now, some economists think they have refuted the charge that 
economists as a class are responsible for too much abstract theory 
when they point to the existence and volume of this empirical work. 
But they have done no such thing, because, broadly speaking, 
there is no relationship whatever between this empirical work and 
the concurrent output of theoretical logic. These factual studies 
are not made to illuminate, verify or prove some general hypo- 
thesis—but simply to establish the facts. “‘ Thoughts without 
content—blind intuitions.” 

Again, this is not to depreciate these studies in the slightest. 
They are absolutely essential to the progress of our knowledge. 
We must establish the facts. We must know what happens. No 
science can proceed without data. On the other hand, no science 
exists unless it proceeds beyond, or through the data, to hypo- 
thesis and understanding. It is not what we do, but what we do 
not do, that makes us weak. We are guilty of sins of omission, 
rather than commission. 

The consequences of this unnatural divorce between theory and 
fact are disastrous. To begin with, it determines our ridiculous 
attitude to evidence. As economists we feel satisfied that we have 
done our work when we have advanced a new theory that is 
logically consistent but to support which we have offered no single 
jot or tittle of evidence. The neglect of evidence, indeed the 
contempt for evidence, felt by economists is simply extraordinary. 
What on earth is the good of a new theory for whose truth 
no evidence is offered? How are conflicts between contradictory 
theories ever to be resolved apart from an appeal to new facts! 
jrowing complexity and growing conflict must be the result— 
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and is the result—as the present state of monetary and trade- 
cycle theory demonstrates.? 

Nor does the method of “‘ successive approximation ”’ (as some 
people * call it) offer any substantial hope. It is perfectly true 
that when the economic logician goes on from the assumption of 
barter to the assumption of money, or from the assumption of 
one commodity to the assumption of many, he is moving one step 
nearer to reality in each case. But without an appeal to evidence 
he never reaches it. The possible determinants are so many, 
their possible quantitative relationships so varied, that an end 
to the process of successive approximation is never made. Unless 
there is some method of discovering what in fact are the quanti- 
tatively important variables, progress towards a scientific hypo- 
thesis is largely illusory. 

An excellent example of this fact is the recent work upon “ex- 
pectations.”” Economists began to realise a few years ago that de- 
cisions in the real world may be governed, and in some cases must 
be governed, just as much by the expectations of future prices 
as by the knowledge of past and present prices. Hence we are 
now grafting on to the complex body of the theory of value 
another set of assumptions—about the possible forms such expecta- 
tions may take. This is plainly a step towards reality—in that 
sense an “advance in,” or a “ contribution to,” our subject. Yet 
nothing of prophetic or scientific value is added to economics if 
wherever we used to say “ price ’’ we now say “ expected price.”’ 
The possible ways in which expectation may be related to know- 
ledge, and the possible sizes of all these relationships, are so 
immense in number that until we have discovered evidence that 
throws light upon the actual relationship of these two states of 
mind (knowledge of, and expectation about, economic quantities), 
we are not really any nearer to the formulation of hypotheses, 
even though we have introduced another variable. 

On the other hand, it is no use whatever, as I have already 
argued, to turn in despair to the mere accumulation of information 
—to the ‘‘ discovery of the facts.”’ Facts do not speak for them- 
selves. It is only by analysis, comparison, hypothesis and 
prophecy that they can be made to speak at all. The piling up 
of undigested information, the compiling of vast statistical tables, 

1 Cf. Mr. Keynes’ General Theory of Employment, Interest and Money, Mr. 
Harrod’s The Trade Cycle, and my own Problem of Credit Policy without a 
statistic of any importance between them. Of course it is not necessary to point 
out that Mr. Keynes, at least, has done a great deal of brilliant verificatory 


work, particularly in Vol. II of his Treatise on Money. 
2 Cf. review of Mr. Harrod’s The Trade Cycle in Economica for 1937. 
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the detailed recording of events in time, create the same illusion 
of discovery for the compiler and the recorder as do the equations 
for the logician. But it is equally an illusion. Unless there are 
comparisons to suggest causes, and hypotheses to make prophecies, 
however humble, the facts remain what Kant called them — 
** blind intuitions.” + 

It is because of the separation of elements that should be 
united that we have, as economists and social scientists, so little 
sense of progress, so little proof and disproof, such deep and 
humiliating disagreements. As long as the two activities of the 
mind, each essential in itself, are not joined in fruitful union, we 
shall make little progress. It is only from that difficult embrace 
that positive economic or social science can spring. 

§ 3. But is such a positive social science in any way pos ible? 
I must turn aside from my main task for a moment to answer this 
question, because I feel sure that many economists are prevented 
from pursuing the methods of science because they believe that 
the end in view is inherently unattainable. Now, there are 
perfectly good reasons for supposing that the prophetic power and 
precision of the physical and biological sciences are for ever denied 
to the social sciences. But let us be clear exactly why this is 
so—for a number of false reasons are frequently advanced for 
supposing it. 

In the first place, it is not ‘true that the ‘ 
social problem ” is a sound reason for failing to attempt verifica- 
tion. Social scientists appear to assume that the physical and 
biological worlds are in some sense “ simpler ”’ than society. But 
what earthly reason is there for supposing so? It is perfectly 
true that we now know more of the real forces determining the 


form of physical and biological events than we do of those deter- 
But that is precisely because the faculties 


‘complexity of the 


mining social events. 
of observation, comparison, reasoning, prophecy and verification 
have been used in co-operation to discover the quantitatively im- 
portant variables in the data of observation. The physical world 
and the problems of the physical sciences were not “ simple” 
to the sixteenth- and seventeenth-century scientists. On the 
contrary, they were immensely complex and baffling. The 
scientists of that time were floundering in the way that we are 
floundering now, because they had not yet discovered real lines of 


causal connection. Confusion was bound to reign as long as it 


was supposed that physiological processes were determined by 


1 For an excellent example of this sort of thing see Schmidt’s German Business 
Cycles and in another field of inquiry Mr. Tom Harrison’s Mass Observation. 
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the compounding of four vital elements, or that the sequence of 
physical events was determined by the conjunctures of the stars. 
“ Simplicity ’’ merely means “‘ knowledge of the true determin- 
ants.” It is at least possible that we continue to flounder in the 
social sciences because we have not yet discovered the important 
variables. 

In the second place, the fact that we ‘‘ cannot make use of the 
experimental method ” is not a sufficient reason to abandon the 
hope of verification. Astronomy cannot make use of the experi- 
mental method. Medical and psychiatric diagnoses cannot make 
use of the experimental method. Yet none of these sciences is 
denied the fruits of verification. The truth is that the experi- 
mental met! od is not the solitary, although it is the best, method 
of verification. The method of comparison is available. By it 
the common characteristics of diverse instances can be revealed. 
The method of prognosis or prophecy is available. Inaccurate 
prophecy will at least disprove wrong hypotheses. The method 
of “ parallel prophecy,” or forecasting what will be found to be 
true in evidence not yet known by the theorist, is available. By 
all these methods evidence can be discovered, and theories can be 
tested, without conducting a single experiment upon society. 

This is not the place to embark upon a discussion of the elemen- 
tary notions of scientific method. We all know what they are. 
We all know the methods by which the doctor, the business man, 
the civil servant and the politician proceed—and must proceed. 
They act upon hypotheses rooted in evidence, whose truth or 
falsehood is revealed only in the outcome of action based upon 
them. We all know what we mean by “ offering evidence ” that 
a theory is true or false. The only purpose of this article is to 
apply to the existing social studies the principle that the tradi- 
tional method of science lies in establishing theories out of 
evidence and by the verification of hypotheses; and to assert 
that important methods of verification are open to us. 

§ 4. Now, this is not to say that there are no good reasons for 
believing that the fruits of our scientific labours will always be 
different in kind from those of the physical and biological sciences. 
That is because of the nature of the object we study—the be- 
haviour of mankind.! Whether or not men possess a free will— 
and few serious thinkers deny the existence of some range of 


1 For an illuminating discussion of this problem see John McMurray’s 
Interpreting the Universe. In this book Prof. McMurray discusses the prob- 
lems raised for science by the division of the observed and comprehended world 
into three broad forms or orders of being—inanimate matter, living matter 
and personality. 
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personal choice—they plainly possess the power to learn from 
experience. The presence of this faculty has been experimentally 
demonstrated in all the higher mammals. The consequences for 
scientific study are immense. Accurate prophecy becomes im- 
possible. The essential condition of prophecy in the physical 
sciences is absent. Similar observable conditions will not 
necessarily produce similar results. Behaviour is determined 
not only by objective conditions, but also by the internal 
accumulation of memory and knowledge. Individuals will not 
always react in the same way to the same stimuli—nor will 
societies. And if to this unquestionable faculty of man be added 
the probability of freedom, accurate foresight becomes inherently 
impossible. 

And yet, when this has been said, nothing has been said. The 
interesting hypothesis for science is not the hypothesis of freedom, 
but the hypothesis of determination—not because we are ignor- 
ant of the other element in man’s nature, nor unaware of the 
ultimate limits it sets to our studies, but because it is the only 
fruitful hypothesis, because in every field in which it has been 
tried the hypothesis of determinism has so far yielded light. 

§ 5. The task of the social scientist is therefore the same 
in all essential principles as that of the natural scientist—to 
apply logical processes to the data of observation and to attempt 
the verification of hypothesis upon the assumption of the 
continuity, and the determination by general laws, of all events. 
How can that be done? 

Within the existing field of economics the first answer is 
obvious—to give up writing books without theories and books 
without evidence. Until we are all concerned to prove the 
theories we hold by an appeal to the facts, and to withdraw our 
interest from fields in which disputes can never be resolved, we 
shall proceed but slowly to agreement in the light of knowledge. 
We shall continue to tilt against each other in the “ arena ”’ that 
Kant describes “ specially adapted for the display of skill... in 
mock contests ...a field in which no combatant ever yet suc- 
ceeded in gaining an inch of ground, in which... no victory was 
ever yet crowned with permanent possession.”’ 

Nor is there any good reason for believing that this change 
is difficult to make. The chief interests of economists are s0 
much a matter of fashion. In the last ten years there has been 
an immense increase in the interest in abstract theory—especially 
among younger economists.!_ It would only require a similar 

1 I must confess to having been deeply influenced by this fashion myself. 
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change in fashion to bring evidence, and the search for proof, 
back to the front of the stage—to the immense improvement in 
the health of our studies. That would carry usa long way. But 
it would not carry us quite far enough, and I wish in the second 
part of this article to offer a few reflections on a further question 
of method in research. 


II 


§ 6. There is, I have argued, no real disagreement amongst us 
about the theory of method. The only interesting problem is that 
of the technique of research. How are hypotheses to be made, 
how are they to be verified, how is agreement to be reached ? 
I have already discussed one suggestion—that we should restore 
evidence to its central position in our work. 

But there is another problem to which we must now turn— 
’ that of our relations with other social studies. To do this it is 
| necessary to make another adverse criticism of the present state 
' of the social sciences. They do not, as it seems to me, achieve a 
_ proper sub-division of the field of a study. 

4 Sub-division is, of course, desirable and inevitable. The 
L natural sciences would have got nowhere if all scientists had 
studied the whole of the natural world. The social sciences would 
have got nowhere if we had all studied the whole of society. But 
' the fact remains that, unlike the natural sciences, our sub-divisions 
are largely (though not entirely) abstractions from reality rather 
' than sections of reality. 
Botany is a study of a group of organisms—plants. Zoology 
"is a study of a different group of organisms—animals. Colloidal 
' chemistry is a study of a group of substances—colloids. Crystal- 
Plography is a study of a group of objects—crystals. In all these 
‘eases the objects of study are real and independent objects and 
groups. They are not aspects of something complex. They are 
eal things. But are most of our subjects so distinguished ? 
"Are they not mostly aspects of, abstractions from, social reality ? 
ds economics not a study of the economic aspect of social be- 
Shaviour? Is the academic subject of law not a study of the 
‘legal aspects of social behaviour? Is political history not a study 
‘of the political aspects of general history? And economic history 
| a study of the economic aspects of general history? That is to 
ay, our sub-divisions turn, once more, upon the definition of 
Merms: economic, legal, political—and not upon sub-divisions 
Mhering in the objects of study. 
| And of course most social scientists recognise this. Even if 
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we accept Prof. Robbins’ definition of the subject-matter of 
our present economics as “ the study of the behaviour of men in 
their attempt to dispose scarce resources between alternative 
uses,” neither Prof. Robbins nor any other economist would deny 
that such behaviour is influenced by political ideas, laws and 
historical traditions. Lawyers increasingly recognise that law and 
the development of law is influenced by ‘‘ economic” and 
** political ’’ forces. The course of “ political’? history cannot 
seriously be supposed to be independent of “‘ economic ” events— 
and so forth. These considerations should force us to ask whether 
our present subjects do correspond to any real divisions in our 
object of study. Reality may escape between our “ aspects ” 
of it. 

§ 6. But, it may well be asked, what things in society are more 
real than these “aspects” of social behaviour to the study of 
which we now devote our energies? I think certain things have 
more independent existence than our conceptions of “ economic 
behaviour” or “ legal acts.” I think definite periods of history 
possess more independent reality—in this case, independence in 
time. I think primitive societies, or separate urban communities, 
possess more independence—independence in space. I think 
social institutions like property; or patterns of social behaviour 
like the distribution of authority ; or repeated sequences of events 
in time, like trade cycles; all possess more real existence than our 
general “ aspects.”” They are parts of real social behaviour that 
can at least be observed in their entirety. 

But the moment we specify any more concrete problem of this 
kind we are faced by the terrible dilemma of our present methods 
of study. Supposing that we wanted to study any one of these 
true sub-divisions—a small urban community, for example, or 
property, or war, or trade cycles—then all our present subjects, 
or most of them, are relevant to such a study just because they 
consist in the abstraction of essential elements present in almost 
all social behaviour. Take a few random examples : 

(i) Suppose we wished to understand the legal institution of 
property; its nature, origin, present significance and probable 
future. How many of our existing subjects can, indeed should, 
contribute to our study? Almost all. Without the aid of law 
we cannot understand what the institution is. Without general 
history we cannot say how it came into existence or what are 
the forces likely to change it. Without economics we cannot 
understand its consequences. Many of its implications are 
brought to light by psychology. General sociology and anthropo- 
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logy have an important contribution to offer. Without the aid 
of all or most of these existing subjects we cannot say that we 
are studying this institution in its real social existence, or putting 
ourselves in a position to make prophecies about its future. 

(ii) Or suppose that we wished to study war—a concrete, 
tragically concrete, social phenomenon. History is essential. 
Psychology is essential. Anthropology is essential. Economics 
and general sociology have valuable contributions to make. 

(iii) And the same is true of many of the subjects that are 
now regarded as primarily economic. T'rade cycles are a good 
example. To study them as concrete social phenomena, sub- 
jects other than economic theory and statistics are relevant. If 
we are to discover their origin, we must look to economic history. 
If we are to understand their effects, we must turn to political 
and social history. Economists are increasingly using terms like 
“ expectation ” and “ confidence ” that cry out for psychological 
investigation. The existing subject of politics has much to 
contribute to an understanding of future policy. Without all 
these aids we are in no position to construct hypotheses or analyse 
the existing evidence. 

Thus it would seem that the study of reality cuts across, or 
rather embraces, all our existing specialisms. United we might 
stand. Divided we certainly fall. How are we, then, to stand 
together ? 

There is one superficially attractive way in which I very much 
doubt if it is possible to proceed very far. That is by the creation 
of specialists and specialisms in more concrete subjects of study. 
It might appear that we should do best to create research posts 
for the study of property, or war, or trade cycles. But is this 
really a wise procedure? Is the person paid to carry out this 
work really in a position to do it? Think of the task that faces 
him—or her? He must keep pace with the most recent develop- 
ments of all the subjects that are relevant to the study of the 
particular problem allotted to him. The student of war must 
keep pace with the historical material, the anthropological 
evidence, with the developments of modern psychology, and 
economics and general sociology. The task is gigantic. Most of 
us find it difficult to keep pace with the work published in one 
of the main sub-divisions of economics—such as monetary and 
trade-cycle theory—without being asked to undertake four or five 
such subjects at once. It seems scarcely possible that it should 
be done. 

Is there, then, no practicable procedure? Must we resign 
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ourselves to our separate and abstract researches or scrap the 
whole framework of our present subjects and start again from the 
beginning? I hardly think either drastic alternative is necessary, 

§ 7. I would suggest, very tentatively, that much the most 
fruitful line of advance must lie in exploring further the possibil- 
ities of co-operation between existing specialists. 

Let me explain at once that I am not advocating vast and 
elaborate schemes of “ co-operative research.”’ We all know of 
complicated and pretentious institutions and projects for research 
that cost millions of dollars and produce no substantial results 
whatever. White elephants in labour to produce platitudinous 
mice. This was, and is, largely because the schemes are ill 
conceived, insufficiently considered and infected from the begin- 
ning with administrative elephantisis and intellectual paralysis, 
But it does not follow that because this sort of thing has been 
done badly it cannot in any circumstances be done well. If bad 
beginnings damned a procedure, modern surgery would never have 
developed. 

Nor am I suggesting for one moment that we can ever dis- 
pense with individual research. It would be a horrible proposal 
to condemn us all to compulsory intellectual matrimony. Such 
unions would be foredoomed to sterility. We must ail of us be 
free for part of our time, and some of us free for all of our time, 
to continue a solitary search for truth. 

But until we have found some real determinants of social 
behaviour, and as long as the separate specialisms are rushing 
away from each other at such a break-neck speed, some kind of 
intellectual co-operation is vitally necessary. The need is not 
met by “ team research ”’ of the ordinary kind. Of course team- 
work is an invaluable method of study for certain problems. 
Social surveys, market researches, wide empirical studies of all 
kinds, can only proceed by using this technique. Yet, unless the 
teams are composed of different specialists, the central problems 
of our subjects cannot be resolved. Until the economist, the 
lawyer, the historian and the psychologist will co-operate in some 
way in the study of property, property as a concrete social 
phenomenon will not be studied. 

§ 8. How should different specialists co-operate ? 

The space at my disposal does not enable me to discuss the 
answer to this question in any detail. Nor, perhaps, is it worth 
doing so at the present time. The purpose of this article will 
have been more than served if I have succeeded in convincing a 
fraction of its readers that the principle of co-operation is a sound 
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one. Given the principle—we can only discover the best tech- 
niques for giving effect to it by practical experience in co-operation. 

It is, however, perhaps worth saying a word or two on the 
general principles of technique. There are obviously a number 
of methods of co-operation available : committees of specialists 
on concrete problems with or without paid secretaries; joint 
seminars, discussion groups or courses of lectures; research 
students working under two or more senior advisers ; the appoint- 
ment of lawyers to economics departments and psychologists to 
history departments; the continuous co-operation over long 
periods of small groups of friends who study particular subjects. 
Whatever the methods, there are, I believe, certain essential 
conditions for success : 

(a) That the projects should be modest at the beginning. 
Attempts at co-operation in the past have been vitiated by their 
size and ambition. Better that an economist and a lawyer should 
study the incidence of rates than that six full-time specialists 
should announce their intention to “ reveal the institutional basis 
of modern society.”’ Best of all that manageable tasks of real 
importance should be discovered and attacked. 

(6) That the most fruitful work is likely to come from small 
groups of specialists who know and trust one another and who 
meet over long periods of time in the normal course of their working 
lives. It is therefore especially in large institutions already 
specialising in the social sciences that co-operative work could 
most fruitfully be attempted. 

(c) That it is difficult to believe that much work of this kind 
can be done unless it is paid for. If we are all employed to teach 
the existing specialisms or to research in them it is unlikely that 
much of our time can be spared for other tasks. Of course, a 
little work can be done on a voluntary basis. But the pressure 
to keep pace with the developments of the central subject of our 
employment will reserve the best of our work for our present 
abstractions. It is only if part of the obligations of somebody’s 
regular job consists in such labour that much of it will be done. 

In conclusion I should like to say that it would be most 
interesting to know if there are any other economists who have 
felt the need for wider co-operation in the social sciences, and to 
discover from them if they have made any progress towards the 
solution of the exceedingly difficult problems of method. 

E. F. M. Dursin 
London School of Economics. 














ECONOMISTS AND THEIR CRITICS. 


1. THE appearance of Mrs. Wootton’s Lament for Economics } 
brings to a head a matter which is of the deepest concern to 
all practising economists. For many years now our subject 
has been the butt of more or less ill-informed and unfriendly 
criticisms from the outside world. The temptation is strong 
to ignore such attacks and get on with our work. But we cannot 
afford to take this line. For our critics can and do obtain a hear- 
ing from the general public, and if we do not reply to them, there 
is a real danger of our finally losing any power we might otherwise 
have had in influencing the trend of social policy. Now, Mrs. 
Wootton’s book has the great merit of presenting the case against 
us as seen by one of our own number. The author can claim 
to be familiar with what economists are doing and thinking; 
and if for the greater part of her work she adopts the réle rather 
of counsel for the prosecution than of judge, she at least cannot 
be suspected of mere malice or litigiousness. It is proper, then, 
that we should pay careful attention to what she has to say. 

Her indictment comprises five main heads. First, economics 
as studied nowadays is of no use to society; secondly, it is un- 
intelligible to laymen; thirdly, economists never agree; fourthly, 
economics is remote from real life; and finally, it is biased in 
favour ef, and is ‘indeed concerned to defend, the capitalist 
system. The first three charges are not, however, pressed : that 
of uselessness because it underlies and is expressed in charges 
two to five; that of unintelligibility because it is not as such a 
crime at all;? that of quarrelsomeness because in so far as 
economists are culpably quarrelsome the reason is their remoteness 
from reality or else their tendency to pervert their science for 
private political ends. It is with these last two charges—which 
are, of course, mutually exclusive—that Mrs. Wootton occupies 
herself. She accuses us of neglecting practical affairs, and, in 
the alternative, of interesting ourselves in practical affairs in a 
partisan manner. Let us examine her arguments. 

2. The first charge, that of remoteness from reality, is directed 
—as indeed is the whole indictment—against value theory, 

1 Allen and Unwin, pp. 322, 6s. net. 


2 If economics is useful—i.e., yields results—then nobody need complain if it is 
unintelligible to lay minds, while if it is useless intelligibility is of no importance. 
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and more specifically against that part of it which goes by the 
name of equilibrium analysis. Mrs. Wootton gives a fair account 
of the scope of equilibrium analysis. It is concerned with 
“ markets’; but being deductive rather than empirical in its 
approach, it is compelled to make a number of far-reaching 
assumptions or postulates as to conditions on these markets. 
She finds, however, that the actual world does not conform to the 
theoretical pattern proposed, and concludes that equilibrium 
analysis can throw no light upon practical economic problems. 

This argument is of course familiar to us all; it has been the 
theme of the malcontents among us for generations.? As stated 
by Mrs. Wootton it seems to me to suffer from three main 
weaknesses. 

First, it ignores all those practical problems to the solution 
of which value theory has in fact made decisive contributions. 
Throughout the book there is no mention of the problems of public 
finance; the single reference to international trade (p. 241) 
occurs in a totally different context; while monetary questions 
are cited merely as a stick with which to beat supporters of 
capitalism and the profit motive (p. 103). And yet it is precisely 
in these three fields that the claim of value theory to have been 
of practical usefulness is most obvious. Mrs. Wootton, like so 
many of our critics, writes as though the only problems worth 
considering were those connected directly with the capitalist— 
socialist issue. Truly, it is not so. 

Secondly, are not the critics of value theory guilty of the error 
of preferring no bread to half a loaf? What I have just said 
may evoke the rejoinder that, even in the fields of money or 
international trade, value analysis will not of itself solve practical 
problems of economic policy. Mrs. Wootton spends no little 
time in developing this line of attack, and has, indeed, a number 
of highly interesting and important things to say about it.2 In 
particular she emphasises the dilemma confronting any economist 
who attempts by purely analytical methods to evolve a solution 
for concrete problems. Either he must use a sweeping ceteris 
paribus clause to exclude all the more distant repercussions of any 
line of action to which his analysis points; or else he must attempt 
to allow for these repercussions. In the former case his results 
cannot be practically reliable, since there is no ground for assuming 

1 Lament, chap. ii. 

® One reviewer, however, in a leading national newspaper, assures his readers 
that this is the first occasion on which the assumptions underlying value theory 


have been subjected to systematic examination ! 
* Pp. 61 ff. 
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that only the most direct and immediate effects of a given policy 
are of practical importance; while in the latter case he will find 
himself faced with a “‘ monstrous brood of hypotheses” the 
unravelling of which will exhaust his patience, and (still more) 
the patience of those whom he is seeking to advise or instruct. 
Now, this is a real difficulty, and one of which every working 
economist is only too painfully aware. But it is a difficulty 
which arises from the structure of social life; and value theory, 
so far from creating or accentuating it, may help considerably 
to reduce its impact. For if we have studied value theory, we 
have at least some hope of knowing where our “‘ monstrous brood 
of hypotheses’ must stop. Let us take a particular example, 
Suppose that we are asked to consider the effects of restoring 
free exchanges in a country which has been for some time subject 
to rigid foreign exchange control and in which the (official) 
external value of the currency is substantially higher than its 
effective internal value. The non-economist’s reaction to any 
such proposal is one of wild assertion and even panic. If he thinks 
coherently about it at all, he will anticipate a catastrophic fall 
in the foreign exchanges, bringing in its train not merely a complete 
disruption of the country’s international economic relationships, 
but a violent rise in home prices, inflation, chaos and starvation. 
Equilibrium analysis will at least tell us which of these fears are 
genuine and which are illusory. It will show us how the fall in 
the exchange rates will bring counteracting forces into play— 
forces which will tend to be stronger the further the initial fall 
is—and it will tell us that the internal value of the currency 
cannot fall to zero unless the monetary authorities contem- 
poraneously pursue a policy of unlimited currency expansion. 
Knowledge of this type may not be sufficient to settle whether 
the removal of foreign-exchange control would be wise; but it 
will provide an essential part of the material upon which a wise 
decision must be based. Why should we reject its aid ? 

So, too, with the other difficulties which surround the applica- 
tion of equilibrium analysis to the concrete problems of economic 
life—the time factor, the translation of qualitative results into 
quantitative form, the disturbing effects of interventionism, and 
the rest. If Mrs. Wootton is afraid that we may forget their 
existence, she does well to recall them to our minds. But to 
invite us to abandon equilibrium analysis because it will not of 
itself solve all economic issues is like demanding that a carpenter 
shall give up the use of his plane because it will not do the work 
of a footrule or a chisel. 
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With this I come to my third answer to the charge of remote- 
ness from reality. It is an essential part of Mrs. Wootton’s case 
that economists in general, and with relatively few exceptions, 
regard value theory as comprising the whole of economic studies. 
(If she does not believe this, she can scarcely base a diatribe 
against the latter upon arguments which merely purport to show 
the worthlessness of the former.) Now, if there are any economists 
who in fact confine economics to value analysis, they quite cer- 
tainly represent a small and indeed negligible minority among 
our number. Mrs. Wootton never, it is true, actually asserts 
the contrary. But she manages to give the impression that at 
least the bulk of practising economists in the country reject and 
despise all concrete, realistic. and practical studies. She does 
this in three different ways: (1) by taking it for granted that 
all those whose own work has so far been concentrated on ex- 
tending and refining pure value theory must necessarily hold 
that no other kind of work is worth while; (2) by attributing the 
view in question to Professor Robbins and by assuming that the 
majority of economists accepts and supports his account of the 
nature and scope of economics; and (3) by habitually referring 
to those economists who conspicuously do not confine economics 
to abstract analysis as though they were exceptional and even 
eccentric. The first of these devices is too transparent to need 
discussion : it is like accusing a doctor engaged in cancer research 
of denying the existence of rheumatism, or a Shakespeare scholar 
of being unaware of Milton or T. S. Eliot. I need say nothing, 
also, about the third device at this stage, though I shall return 
toit later. But the question of Professor Robbins’ views, and the 
degree to which they are accepted by economists as a whole, 
requires a few words of discussion. 

3. As I understand him, Professor Robbins had two main 
ends in mind when he wrote his much-quoted Essay. In the 
first place, he was anxious to improve and clarify the organisation 
of economic studies by (1) offering a definition of what he con- 
sidered to be the “‘ central ’ economic problem, and (2) demarcat- 
ing that part of economics which he held to be directly connected 
with this ‘‘ central’ problem from investigations which, though 
they might belong to economics in the wider sense, were yet not 
embodied in its inner core. The central problem was value theory 
—the study of the distribution of scarce means among competing 
ends—and to this theory he gave the name of “‘ economic science.”’ 
Secondly, he undertook to analyse the nature of economic science, 


as so defined, and to show that since it represented a strictly 
No. 190.—voL. XLVI. P 














200 THE ECONOMIC JOURNAL [JUNE 


‘* positive ” study, complete agreement upon its conclusions could 
be reached even among economists who for political and other 
reasons might differ sharply with regard to concrete issues. Now, 
there is room for dispute as to the importance of these two tasks, 
and some of us may be inclined to feel both that Professor Robbins 
over-stressed the advantages (and under-estimated the dis- 
advantages) of articulating economic studies in the way he pro- 
posed, and also that from his conviction that value theory was 
the central and “ scientific”’ part of economics he too readily 
concluded (or at least implied) that it was the most important 
part of economics. But whatever our opinions on these points, 
we at least must not accuse him of holding that value theory 
represented the whole of economic studies. For we have his 
explicit assurance that it was “‘ greater accuracy in mode of state- 
ment, not over-austerity in speculative range ’’ for which he was 
pleading. And it is surely obvious that the author of Economic 
Planning and International Order is the last person to accuse of 
confining himself to pure and abstract analysis. 

Suppose, however, that I am wrong in this; suppose that 
Professor Robbins and his colleagues really believe that it is 
no part of an economist’s business to discuss practical economic 
problems: surely it is quite certain that in that case they are 
utterly unrepresentative of economists as a whole. I will concede 
to Mrs. Wootton that there are passages in the Essay from 
which one might deduce the conception of economic studies 
which she denounces; and I personally welcome her criticisms 
of these passages, whether or not they rightly reflect Professor 
Robbins’ considered views. But she writes as though she were 
completely unaware of the protests which the publication of the 
Essay called forth from Professor Robbins’ professional colleagues 
—as though all economists, apart from a few practically minded 
heretics, accepted without dispute the extremist interpretations 
to which the Essay lent itself. I submit that even if she is being 
perfectly fair to Professor Robbins, she is not fair to the great 
mass of economists. 

4. It seems to me, then, that we can put up a sound defence 
against the charge that our work is useless because it is remote 
from reality. But before passing on, let me raise two rather 
more constructive points. 

First, I cannot help agreeing with Mrs. Wootton that we 
are ourselves to blame for much of our critics’ confusion as to 
our activities and aims. Would it ever have occurred to them 
to assert that we are only interested in value theory if some of us 
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had not used language suggesting that it is only value theory 
to which the name “economics” can properly be applied ? 
Such terminology has the serious defect of forcing us to say that 
much of the work of economists lies outside ‘‘ economics ” as so 
defined. Non-economists will naturally assume that ‘‘ economics”’ 
is what is studied (during working hours) by economists, and if 
they are told that economics is the deductive analysis of scarcity 
and its implications, they will conclude that it is with such analysis 
alone that economists do, or should, spend their time. I suggest 
that in order to avoid such misapprehensions we should 
voluntarily agree to use the word “ economics ” only in the broad 
sense of the topics which in fact working economists tend to study. 
This will in no way restrict our title to canvas the relative im- 
portance of the various studies included in ‘ economics,” so 
understood, and to seek precise definitions for those of them 
in which precise definition seems desirable and feasible; but 
it will substantially reduce the risk of our being misunderstood 
by the outside world.1 

Again, do we not ask for trouble by the way we use the 
word “science” in connection with economics? Professor 
Robbins and his colleagues in effect confine the word to value 
theory, as distinct from the other, by implication unscientific, 
branches of economic study. But “ science”’ in such a context 
does not mean what it means in ordinary life. Mrs. Wootton 
shows admirably that whatever may be said of inductive and 
statistical investigations, value theory cannot claim to be a 
“science ”’ in the sense in which chemistry, zoology and the rest 
are sciences; for it is by definition neither experimental nor 
observational, neither inductive nor concrete.2. And it is 
appallingly easy for our critics, realising this, to jump to the 
conclusion that value theory, claiming to be a science and yet 
not being one as they understand the word, is (a) unscientific, and 
therefore (b) unworthy of pursuit, medieval rubbish and the like. 
Those who understand what value-theorists are really trying to do 
will estimate this type of argument at its true worth. But it is 
undoubtedly calculated to carry weight with the lay public. 
And I would therefore urge that we cease to present our critics 
with this particular handle for misrepresentation. I do not 
much object to our calling economics as a whole a science, though 
even this has its dangers if it leads us to exaggerate the re- 
semblances between our subject and the natural sciences. But 


1 Cf. my Economic Thought and Language, chap. ii, esp. p. 35. 
2 Lament, chap. iii. 
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at least let us forbear to use the word as a device for exciting 
prejudice in favour of some branches of economic studies and 
against others.? 

My second point is of a rather different character. Shorn 
of its over-statements, the substance of Mrs. Wootton’s first 
main charge against us is simply that we are so preoccupied with 
pure value analysis as to neglect other worth-while types of 
economic research. On her view we spend too much time forging 
theoretical tools and too little time trying to make practical use 
of them, and we also spend too much time making tools of one 
kind and too little time making equally if not more useful tools 
of other kinds. And she would also argue, as I understand her, 
that we are excessively specialised and sectionalist ; that analytical 
economists ought themselves to be concerned with the application 
of the tools they construct, instead of leaving this to their more 
practically minded colleagues. I do not need to discuss either 
of these issues. But they present real problems for our con- 
sideration. The division of labour can be carried too far as well 
as not far enough in the field of study and research, and a case 
can be made out for holding that it reaches its optimum point 
earlier in the social studies than in the natural and biological 
sciences. Similarly it is possible that our output of socially 
useful knowledge might be increased if we as a body spent less 
time on pure value analysis and more time on “ realistic ”’ studies, 
I do not think that Mrs. Wootton has even begun to prove 
either point. But, then, neither has Professor Robbins proved— 
though he clearly believes—that the optimum distribution of 
our time and energies demands a higher specialisation on value 
theory and reduced attention to “‘ outlying problems.” * What 
I want to emphasise is that there is a problem here which perhaps 
deserves more attention than most of us are inclined to give it. 

5. I turn now to Mrs. Wootton’s second main charge against 

1 Cf. my earlier article, ‘How Do We Want Economists to Behave?” in 
Economic JouRNAL, vol. xlii (1932), esp. pp. 560, 565 ff. I suspect that there is 
more than a little wishful thinking behind the current desire to call economics a 
science. The word has come to have an aura of academic respectability, not to 
say efficiency and progressiveness; and people perhaps feel that if economies 
is not a science it must be somehow inferior to the sciences. Can we not agree 
simply that it is in certain important respects different from them ? 

2 Lament, pp. 67, 268 ff., etc. 

3 Cf. Lament for Economics, pp. 271, etc.; Robbins, Essay (2nd ed.), esp. pp. 
xiv, 3,42n. Mrs. Wootton is as stern about waste of time in value theory as she 
is lenient (p. 282), and Professor Robbins is stern about waste of time in other 
fields. Neither of them is, in my view, stern enough about the waste of time 
which may be involved in unsupported assertions that other people are wasting 
their time. 
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value theory—the charge that, while professing to be completely 
neutral as between ends of social policy, it is in fact a veiled 
device for defending the capitalist system. Her attack falls 
into two main parts. First she sets upon the Robbinsian doctrine 
that “ equilibrium is just equilibrium,” arguing that the principle 
of equi-marginal returns must and characteristically does have 
normative implications; 1 and secondly she undertakes to show 
how their preoccupation with value problems prejudices economists 
in favour of the existing economic system.? Let us examine 
these two contentions. 

The question as to the normative implications of equilibrium 
analysis is extremely involved, and I cannot do justice to it here. 
I venture, however, to put forward the following propositions as 
worthy of acceptance in principle by economists of all shades 
of opinion. 

(1) Value analysis has a normative as well as a positive 
side; in particular it yields the conclusion that, other things 
being equal, a position of competitive equilibrium is more desirable 
than one of competitive disequilibrium. To that extent it has 
an “ ought ”’ character.® 

(2) The “ought” is, however, strictly hypothetical. A 
position of competitive equilibrium is an optimum—but not 
necessarily an optimum optimorum. For it represents the best 
position within the existing framework of tastes, opportunities, 
equipment, property distribution, etc. And if this framework 
is not itself optimal, we shzil not expect the position of com- 
petitive equilibrium within it to represent the best possible 
use of the community’s resources. 

(3) Recognition of this limitation does not deprive com- 
petitive equilibrium of all practical significance. For we can 
still say that it is so far a desirable position—that it is better than 
a monopoly or disequilibrium position within the same institutional 
framework, and that unless we decide that the framework can and 
should be changed, the position of competitive equilibrium, 
if it is attainable at all, is a proper goal of economic policy. 

(4) Thus equilibrium analysis will not of itself tell us what is 
the economic ideal. But so far as it goes its advice is unambiguous 
and of practical importance. It may not indicate what is the 
very best use of our resources, but it will establish that: certain 
ways of using them are unnecessarily bad—are worse than others 


1 Lament, pp. 132-6. 
* Ibid., pp. 136 ff. 
3 Cf. Economic Thought and Language, pp. 37-9. 
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which might be achieved even within the same institutional 
framework. 

Now, as judged by their published works, neither Professor 
Robbins nor Mrs. Wootton would assent to the above propositions 
in toto. The former in his capacity as a pure economist deprives 
value analysis of all normative implications, though in his capacity 
as a student of economic planning and international order he 
not merely admits such implications, but tends to invest them with 
categorical rather than merely provisional authority. The latter, 
recognising that the optimum of competitive equilibrium is not an 
optimum optimorum, seems to conclude that it is a pessimum.! 
But if Professor Robbins would integrate the two sides of his 
professional personality, and if Mrs. Wootton would remind herself 
once again that half a loaf may be better than no bread, they 
might find that their disagreements about the normative implica- 
tions of pure equilibrium analysis crumbled away; and they 
could then, if they wished, settle down to debating the capitalist- 
socialist issue without being distracted by will-o’-the-wisp 
problems of theoretical axiology. 

6. For it is with the capitalist—socialist issue that Mrs. Wootton 
is really concerned in her second main charge. As a socialist she 
dislikes seeing value theory used as a prop for capitalism and 
laissez-faire. And she further suspects that even when it is not 
explicitly so employed, it is likely to exercise undue influence 
upon those who study it: absorbed in watching the mechanism 
of the pricing process, they will tend to neglect the possibility 
that there may be other and better ways of organising production 
and distribution than by means of markets, and they will there- 
fore be unconsciously biased against socialism, or (if socialists) 
against the type of socialist economy which dispenses with the 
market mechanism. On this I would offer the following comments. 

First, the charge of using value analysis as a prop for capitalism 
is directed at a quite small group of persons. Mrs. Wootton 
quotes in this connection from Robbins, Hayek and Mises. A 
more exhaustive survey of works published by practising econo- 
mists in Great Britain might have enabled her to add four or 
five more names to her list of defendants on this count. But 
even if she could double or treble this figure, she would scarcely 
be justified in talking as though they constituted the bulk of 
economists in the country. 

1 Analytical economists are engaged, according to Mrs. Wootton, in “ dis- 


playing the exquisite subtleties of the mechanism by which we contrive most effect- 
ively to make the wrong use of our limited resources.” Lament, p. 246. 
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Secondly, is it not rather naive of her to blame value analysis 
merely because it is employed by some who do not share her 
political convictions? She finds the anti-socialist arguments 
of the Austrian and London schools unconvincing, and in fact 
devotes seventy pages to refuting them.! In this she is well 
within her rights, and much of what she says is in fact thoroughly 
to the point. But so are her opponents within their rights in 
advancing such arguments. They are at the worst guilty, on 
her own showing, of having misused or over-used the tools of 
equilibrium analysis. Her proper course, then, is to explain 
how these tools can be used to better advantage—not to demand 
that they should be thrown away. . 

And in fact (as she is well aware) a not inconsiderable body 
of economists are trying to undertake this task. A further thirty 
pages and more of her book are devoted to discussing the problem 
of value under socialism.2 Here again she is interesting and 
helpful—in particular with reference to the relative merits of 
“planned ” and of “ market ” types of socialist economy. But 
so far as it goes, this section of the book answers rather than 
supports her main argument. For how can we decide rationally 
between the two kinds of socialism if we do not have information 
as to whether, and if so how well, a pricing system would work 
in a socialist state? And how shall we obtain this information 
without the assistance of pure equilibrium analysis ? 

I can see little, then, in the second main count of Mrs. 
Wootton’s indictment beyond the expression of a fear that if 
we study value theory too much we may come to have a sub- 
conscious vested interest in defending the market mechanism ; 
that if we are “capitalists ’’ we may be biased in favour of 
liberalism and against paternalism, while if we are “ socialists ” 
we may be biased in favour of a price economy and against a 
planned or communist economy. I do not deny this danger 
Exaggerating the importance of one’s own particular job is a weak- 
ness to which everyone is prone. And if Mrs. Wootton has helped 
to forearm us against it, she will have done us all a valuable 
service. I doubt, however, whether the best way uf accomplish- 
ing this end was to deliver a broadside against the whole structure 
of economic theory. 

7. I now pass from defence to a few words of counter-attack. 
In her sixth and last chapter Mrs. Wootton outlines an alternative 
programme of research for us. I need not detail this programme. 


1 Lament, pp. 140-211. 
2 Ibid., pp. 211-42. 
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It can be arranged, however, under three main heads : ! (1) work 
of a concrete and realistic nature which would naturally be 
thought of as belonging to economics in the broad and vague 
sense of that word; (2) similar work which would not naturally 
be thought of as economic in character, belonging rather to 
technology, sociology, social psychology and political science 
(again in the widest senses of these terms); and (3) what Mrs. 
Wootton calls “ plans for social betterment.’’ Notice now, the 
following points : 

(a) In no single case has she suggested a piece of economic 
research without being forced to admit that research of this type 
has already been undertaken by economists.? Her plea for a 
“new foundation ’’ in economics turns out to be merely a re- 
newed demand that we should abandon analytical in favour of 
“ realistic ’’ studies. 

(65) It must be admitted that so far economists have under- 
taken little whole-time work in the fields of sociology, technology 
and the rest. But this is a merely verbal point: whole-time 
workers in these fields would not naturally be called ‘‘ economists.” 
Mrs. Wootton’s appeal for more research in non-economic social 
studies should be addressed to universities, educational trusts 
and other bodies with money to spare for the endowment of 
research. To reproach economists for occupying themselves with 
those problems which their special training fits them to tackle is 
like telling a pathologist trained in cancer research to turn to the 
causes of road accidents because (possibly) more people are killed 
on the roads than die of cancer. 

But Mrs. Wootton here finds yet another argument for the 
abandonment of equilibrium analysis. In the socialist state, 
she tells us the value problem may soon be completely solved, 
and once that has happened there will be no more work for 
analytical economists to do. In other words, the cancer re- 
searcher must turn to road accidents now, lest he find a cure for 
cancer, and so lose his job ! ® 

(c) By “ plans for social betterment ’’ Mrs. Wootton means 
laying out schemes of social research, evaluating and co-ordinating 
its results, and showing how it can best be made to contribute 
to social welfare (pp. 302-8). An important task, indeed, and one 
which economists should certainly undertake in so far as they are 
qualified to do so. But there is here an admitted difficulty! 


1 This is not Mrs. Wootton’s classification. 
2 See pp. 268, 272, 276, 295, 299. 

3 Pp. 256-61; contrast the apparently contradictory argument on pp. 65-7. 
4 Pp. 313 ff. 
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The various groups and classes in the community are not agreed 
as to the ends of social policy ; and so long as this is so, the formula- 
tion of plans for social betterment, though it may of itself contri- 
bute to overcoming the disagreement, is yet a political, and even 
a party-political issue. Mrs. Wootton imagines (p. 320) that the 
question is merely one of persuading the richer classes by sweet 
reasonableness to acknowledge that inequalities of income are 
undemocratic and wasteful. I submit that a person who holds 
this view is ill-qualified to charge her fellow-students with re- 
moteness from reality. And I also suggest that if she had reflected 
earlier in her book upon the problem of disharmonies and dis- 
agreements in the political field, she might have come to under- 
stand, even if she still refused to accept, Professor Robbins’ 
plea for a non-political economics. 

Here again, in short, Mrs. Wootton spoils a perfectly good if 
familiar point by absurd over-statement. Her main concern 
in this last chapter is to appeal for less departmentalisation in 
social research. Now, I am sure that attempts to formulate 
precise definitions of what are and what are not economic problems 
will reduce our usefulness to society if and in so far as they prevent 
us from co-operating with workers in neighbouring fields of social 
study. And I weleome—who does not ?—the progress which is 
at present being made in initiating and carrying through schemes 
for joint work on social questions. But to demand that there 
should be no specialisation by economists on the urgent problems 
with which they are by training and aptitude fitted to deal, seems 
to me an excessively unpromising way of furthering the cause 
of communal welfare. 

8. And this brings me to the last and gravest charge I have to 
prefer against Mrs. Wootton. She has written a book which will 
doubtless be widely read, not merely by her colleagues, but also 
by the non-professional public. It starts with a show of judicial 
fairness which is nicely calculated to implant in the reader’s 
mind the conviction that she will be a trustworthy guide to 
economists’ aims and activities. As she warms to her work, 
however, emotion and prejudice take more and more complete 
control. Without ever being guilty of a direct false statement 
on a matter of ascertained fact, she yet allows herself to give a 
wholly false impression (as I believe) of the state of affairs in the 
world of economic studies. The lay reader will derive from her 
pages the idea that the majority of practising economists in this 
country accept Professor Robbins’ definition of the scope of their 
subject ; that they are interested in value theory and value theory 
only; that they do not care if there is a gap between their 
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theoretical constructions and the concrete problems of economic 
life; that they are apologists for the capitalist system masquerad- 
ing as objective scientists; that they are determined to have no 
dealings with broad schemes for co-operative social research; 
and that their work being of no practical significance they could 
be “liquidated ’’ without loss to the community. What cause 
is she serving by propaganda of this kind? Not, certainly, the 
cause which she professes to have at heart. For her book will 
merely go to strengthen the conviction, already widely enough 
held among the general public, that current economic policies 
can best be settled by intuition and rule of thumb, undistracted 
by tedious preliminary investigation and research. 

Let us not make any mistake about. it. Economists are 
not in the happy position of philosophers, scientists and literary 
scholars, who can dispute among one another as violently as they 
please without needing to fear that in so doing they will bring their 
subject into disrepute. It is to nobody’s interest to publicise 
the battles between rival editors of Herodotus or Aischylus as a 
means of showing up the emptiness of Greek scholarship, or to 
argue that because a physicist describes the theory of relativity 
as a jumble of meaningless nonsense, therefore theoretical physics 
is a waste of time. But in their efforts to bring greater rationality 
into the conduct of social affairs, economists have to face the 
opposition of all those who benefit from irrationality; and such 
people will not miss any opportunity of quoting and magnifying 
our disagreements so as to persuade the world that what we have 
to say can safely be ignored in the forming of social policies. I 
do not, of course, demand that we should conceal or deny such 
differences as may in fact exist between us. But I do urge that 
when discussing these differences we bear in mind the possible 
repercussions of our controversies upon our reputation with the 
outside world. And in particular let us at least refrain from 
accusing one another of wasting time, of quarrelsomeness, of 
frivolity, of conscious or unconscious political insincerity, of 


1 Through the kindness of Mrs. Wootton and her publishers I have been able 
to study the reviews of her book in the popular press. Almost without exception 
the reviewer, when he was not himself an economist, treated it as an effective and 
indeed final exposé of economics. Papers on the extreme left and the extreme 
right were particularly enthusiastic in welcoming her denunciations of ‘‘ the sorry 
claptrap of the professional economist ” (Action), ‘‘ the misty world of abstractions 
in which (the professional economist) apparently delights ” (Saturday Review), 
‘*the sublime distaste of the contemporary theorist for any sort of ‘ realistic 
enquiry ’ ” (Reynolds News), etc., etc. It is fair to add that a surprisingly large 
number of the reviews made a genuine effort to show that something might be said 
for the defence. 
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neglecting our jobs as social students—unless we are quite sure 
that such charges are really justified and can be proven. 

9. The defence now rests. But might it not be possible to 
settle out of court? I suggest the following main articles of 
settlement, to be subscribed to by both economists and their critics : 


1. Economists undertake neither to claim nor in any 
way to suggest that value theory is the only worth-while 
branch of economic studies. 

2. Economists undertake that when expounding value 
theory for the benefit of their students or of the general 
public, they will go out of their way to emphasise that they 
are aware of the limitations imposed upon their analysis by 
the facts of economic life. 

3. Economists agree not to use the word “science” in 
any esoteric sense. If they cannot use the word without 
emotional bias, they undertake not to use it at all. 

4. Economists affirm and reiterate their conviction that 
their subject is a social study, that its purpose is to advance 
social welfare, and that this purpose can often best be re- 
alised by joint research in co-operation with students from 
other fields of study; provided always that any individual 
economist who in good faith holds that his own best contribu- 
tion to truth and social welfare rests in work of a purely 
economic nature (whether analytical, deductive, or both) 
shall be entitled to pursue such investigations without vexa- 
tious interference. 

5. Critics undertake to ascertain what economists are 
doing and trying to do before formulating or publishing their 
criticisms. 

6. Critics acknowledge the right of economists to define 
their subject as they please, provided always that: (a) no 
such definition prevents individual workers from passing 
outside the area so defined if the workers concerned in good 
faith hold such conduct to be in the best interests of truth 
and social welfare; (b) no obstacle is placed in the way of 
reasonable suggestions by critics (subject to article 5 above) 
as to the emphasis placed by economists on the various 
branches of economic studies or as to the desirability of 
effecting changes in such emphasis. 

7. Both parties undertake to discuss their discussions in 
such a way as not unnecessarily to damage the status of 
economic studies in the eyes of the public. 
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8. (Sanctions.) Any economist who knowingly and wil- 
fully transgresses this agreement shall be deemed to have 
acted unprofessionally and shall incur the censure of his 
colleagues. Any critic who knowingly and wilfully trans. 
gresses this agreement shall be denounced for ignorance, 
misrepresentation and obstructionism. 


I hardly believe that any economist would object to a settle- 
ment along these lines. What about the critics ? 
L. M. Fraser 
Marischal College, 
Aberdeen. 








ALTERNATIVE FORMULATIONS OF THE THEORY OF 
INTEREST 


Tue first part of this article develops a technique for analysing 
the more recent developments of interest theory. This is used in 
the second part to show that several apparently different theories 
of the rate of interest really say the same thing. In the third part 
the different formulations of interest theory are examined for 
hidden implications concerning the relative importance of elements 
they all recognise. 


I 

From the “ classical” + view that the rate of interest is the price 
that equates saving to investment, to the “‘ modern ” view that it 
is the price that equates the demand for holding cash to the supply 
of cash,” there are two steps. The first step—a fairly easy one— 
is to recognise that ‘“‘ hoarding,” “ dishoarding ” and changes in 
the amount of money also have something to do with the supply 
of “ credit ” and the rate of interest—in the short period, at any 


rate. The second step—one that for most trained economists is a 
terrifying and long-postponed departure into uncharted waters— 
is to recognise that, by simple arithmetic, saving and investment 
are always equal to each other (for the whole economy) whatever 
the level of the rate of interest or anything else. 


1 [have put the word “‘ classical ” in inverted commas throughout this article 
because I believe that the theory of the rate of interest referred to by that label 
here and in Mr. Keynes’ writings was not clearly held by many economists who 
have right to that title. In the writing, if not in the mind, of the classical 
economists the total stock of capital played a more important réle than the rate of 
investment, and some long-period time preference was more significant than the 
actual rate of current saving. It is only when applying some unclarified notions 
as to what the rate of interest would be in a stationary state with full employment 
(where, of course, there can be no saving or investment) and trying, in an elemen- 
tary text-book, to present these as a theory of the current rate of interest, that 
some orthodox economists have been forced, in attempting to avoid some much 
cruder confusions, to present something like the “‘ classical ’’ theory of the rate of 
interest. Some economists who have been manceuvred into defending such lightly 
proposed formulations have discovered a strong attachment, born of chivalry, 
for their newly adopted charges. A study of the development of classical 
theories of interest as a result of such a situation, would, however, form the 
subject of another article. 

* This is, of course, one particular formulation of the ‘‘ modern ” theory of 
interest (namely the ‘“‘ Keynesian ’’). That other ‘“‘ modern ”’ formulations come 
to practically the same thing is the thesis of Part II of this article. 
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When these two steps have been taken, the rest is merely a 
matter of re-establishing one’s equilibrium in the new position and 
of taking one’s bearings. There remains only some arbitrariness 
in the language in which the new position is described. 

An obvious way of bringing in the complications connected 
with “‘ hoarding,” “‘ dishoarding ” and changes in the quantity of 
money (i.¢., of taking the first step from the “classical”’ to the 
‘“‘ modern ” position) is simply to add these elements to (or subtract 
them from) the “ classical ” supply and demand curves for saving. 
The rate of interest is the price paid for loans or “ credit.” If the 
only suppliers of loans on the loan market in any period were 
people who saved some of their income in the period and every one 
of these supplied exactly the amount he had saved, then the 
supply of loans would be equal to the amount of saving. Similarly 
on the other side of the market; if the only people to demand 
loans were investors and no investor borrowed either more or less 
than he invested, then the demand for loans would be equal to the 
amount of investment. The rate of interest, then, in equating the 
supply and demand for loans (or “ credit ’’) would thereby equate 
saving to investment. 

To some extent these conditions may be relaxed without 
impairing the purely “ classical ’ argument that the rate of interest 
equates saving to investment. If some savers “ hoard ”’ or lend 
less than they save, but this is exactly compensated by others who 
“ dishoard ” or lend more than they save, the total amount saved 
is still equal to the amount loaned on the market. Similarly, if 
some investors ‘‘ hoard ”’ or borrow more than they invest but this 
is exactly offset by other borrowers who “ dishoard ”’ or invest 
more than they borrow, then the total amount invested is still 
equal to the total amount borrowed. Or again, if there is a balance 
of net “‘ hoarding ” (or “‘ dishoarding ’’) by savers, but there is an 
equal balance of “ dishoarding ” (or “ hoarding ”’) by investors, 
the pure “ classical ” theorem would still hold. Saving would no 
longer be equal to lending or the supply of “ credit,” nor would 
investment be equal to borrowing, or the demand for “ credit,” 
but saving would be greater (or less) than lending by the same 
amount as investment is greater (or less) than borrowing, so that 
the rate of interest that made lending equal to borrowing would 
also equate saving and investment. In general, any one of the 
conditions given above may be relaxed if there is another com- 
pensating deviation in the opposite direction from the same or any 
other condition. 

If there is no such exact equality between ‘‘ hoarding ”’ by some 


























1938] ALTERNATIVE FORMULATIONS OF THEORY OF INTEREST 213 


and “dishoarding”’ by others, and there is a balance of net 
“hoarding ” in the whole economy (net “ hoarding ”’ will be a 
negative quantity if there is a net balance of “ dishoarding ’’), then 
net “‘ hoarding ”’ is the measure of that amount of saving that does 
not get invested but is “ hoarded ” either by the savers themselves 
or by people who borrow from them. The rate of interest which 
must always equate lending to borrowing then fails to equate 
saving to investment but makes saving equal to investment plus 
net “hoarding.” To get the equilibrium, net ‘‘ hoarding ” must 
be added to the investment curve to give the net demand for 
“ credit.” 

An increase in the amount of money has an effect opposite to 
that of net “‘ hoarding,” and therefore identical with that of net 
“dishoarding.”” The borrowers of the new money may invest it, 
in which case the creation of the new money, like ‘“‘ dishoarding,”’ 
has permitted an increase of investment not balanced by any 
increase in saving. ‘The borrowers of the new money may spend 
it on consumption goods, and in this case, again like “‘ dishoard- 
ing,” it has permitted a diminution of saving (or an increase in 
dissaving) not balanced by any decline in investment. Or, finally, 
the borrowers of the new money may neither invest it nor spend it, 
but just “hoard ” it, and in this case the creation of the new 
money, once more just like an act of ‘‘ dishoarding,” has permitted 
an equal and opposite volume of “ hoarding ”’ to take place and to 
cancel the effect that the increase in the amount of money might 
have had on the relationship between saving and investment. In 
the absence of any net “hoarding” the rate of interest that 
equates lending to borrowing does not equate saving to investment 
because some of the lending is provided not by savers, but by 
the monetary authorities who loan out the new money. What the 
rate of interest does is to equate investment, which is equal to the 
demand for “ credit,” to the supply of “ credit ” which is equal to 
saving plus the increase in the amount of money. Of course the 
opposite is true for a decrease in the amount of money. 

Taking into account the effect both of net “ hoarding ” and of 
net changes in the amount of money, we can restate the position as 
it appears after the “ first step” has been taken. The formula 
would now run : The rate of interest is the price that equates the 
supply of “‘ credit,’”’ or saving plus the net increase in the amount 
of money in a period, to the demand for “credit,” or investment 
plus net “‘ hoarding” in the period. Our argument up to this 
point is illustrated by Fig. 1. 

Sis the supply schedule of saving, showing how much would be 
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saved (measured horizontally) at each rate of interest (measured 
vertically). J is the schedule of investment showing how much 
would be invested (measured horizontally) at each rate of interest, 
These two schedules intersect at P., the “classical” point of 
equilibrium, which shows the rate of interest being determined at 
that level (AP.) at which saving equals investment, both being 
equal to OA. L is the schedule showing the amount of net 
“ hoarding ” that would take place at each rate of interest. In 
the figure this is shown as a positive amount (i.e., at all the rates of 
interest considered there would be a net balance of “ hoarding” 
and not a net balance of ‘‘ dishoarding ’’) which is greater for lower 
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rates of interest. ‘There is no reason for expecting ‘“ hoarding” 
always to outbalance “dishoarding”’ in the economy, and this is 
taken to be so in the figure merely for the purpose of simplifying 
the diagram. ‘‘ Hoarding ”’ could be taken as a negative quantity 
at some or at all rates of interest (and shown by the L curve falling 
to the left of the vertical axis) without affecting the argument in 
any way. There is, however, a good reason for net “ hoarding ” 
to be greater (or net “ dishoarding ” to be less) the lower the rate of 
interest, so that the L curve slopes down to the right. This is 
because the higher the rate of interest the greater the benefit lost 
by “hoarding” money instead of lending it out at interest, and the 
greater the temptation to “‘ dishoard ” and benefit by the receipt 
of interest. 














ss -—- ervey Ss ™ * aaa 


- 








1938] ALTERNATIVE FORMULATIONS OF THEORY OF INTEREST 215 


The M curve shows the increase in the amount of money in the 
period, and is here shown as a positive amount and independent 
of the rate of interest. Both of these conditions are postulated 
merely for the purpose of simplifying the diagram. A decrease in 
the amount of money could be shown by drawing the MV curve to 
the left of the vertical axis, signifying a negative increase in the 
amount of money. It might be the policy of the monetary 
authorities to take the rate of interest into account when deciding 
by how much to increase (or decrease) the amount of money. 
Thus if they increase the amount of money more (or diminish it by 
less) the higher is the rate of interest, then the M curve will slope 
upward to the right. But all such differences in assumptions 
would merely complicate the diagram without affecting our 
argument in any way. 

The M curve is now added horizontally to the S curve, giving 
the total net supply schedule of loans (or “ credit”) marked 
S+M. The L curve is added to the J curve, giving the total net 
demand schedule for loans (or “ credit’’) marked J+ L. The 
two new curves intersect at P,, giving an equilibrium into which 
the complications due to “hoarding” and to changes in the 
amount of money appear to have been incorporated. This is the 
position as it appears when the “ first step ”’ has been taken. 

It is at once apparent that Fig. 1 contains a good deal of 
muddle, and in this it reflects the state of mind of voyagers in the 
middle of our two-stage trip. In the apparent equilibrium indi- 
cated by P, saving is not necessarily equal to investment (in 
the figure it is greater by GH), while the amount of money 
hoarded is not necessarily equal to the increase in the amount 
of money (in the figure it is greater by EF, which is equal 
to GH). This exactly portrays the disturbed state of mind of 
people who declare that saving can be greater than investment if 
the difference is hoarded. 

The second step clears up the muddle. As soon as it is 
recognised that saving must always equal investment, we get 
Fig. 2, where the S and J curves coincide, giving the new curve SI. 
For each scale of investmentthereisa corresponding level of income. 
This is determined by the propensity to consume. For each level 
of income there is a corresponding supply schedule of saving 
(with respect to the rate of interest) just like the S curve in Fig. 1. 
Thus for any particular rate of interest there is a particular scale of 


? Any reader who still feels uneasy on this point might read one of my articles 
—“Mr. Keynes’ General Theory of Employment,” J.L.0. Review, October 1936, 
or “ Savings Equals Investment,” Quarterly Journal of Economics, February 1938. 
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investment, measured by the abscissa of the point corresponding 
to that rate of interest on the investment curve, and a particular 
supply schedule of saving showing how much would be saved at 
different rates of interest if income were at the level corresponding 
to the particular scale of investment. This supply schedule of 
saving will pass through the investment schedule at the point on 
the latter corresponding to the particular rate of interest, so that 
the two curves will have this point in common. All other points 
on the particular supply schedule of saving are illegitimate, and 
may be left out of the picture, because they contradict themselves 
in assuming a rate of interest other than that which forms the 


iM SI s+m (SI) 


Y 
\ 
\ 


\ 





\ 


O (O') A B 


Fie. 2. 














“YX 


postulate on which the whole curve is constructed. Such a point 
would indicate how much would be saved at a rate of interest of 
5 per cent. if the level of income were such as could exist only if 
the rate of interest were 4 per cent. The only legitimate point on 
the supply curve of saving is the one which falls on the investment 
curve and shows that at that particular rate of interest the amount 
saved will be equal to the amount invested. The locus of such 
legitimate point for different rates of interest must coincide with 
the J curve, making it an SI curve. 

The SI curve is added to the M and L curves as in Fig. | to 
give the supply of “credit” (S + M) and the demand for 
“credit” (I + L). Equilibrium is reached at P,, where the 
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supply of “‘ credit ” is equal to the demand for it. There can now 
be no divergence between saving and investment such as was 

ible in the equilibrium visualised after the first step had been 
taken (GH in Fig. 1), nor can there now arise a difference between 
the increase in the supply of money in the period and the amount 
“hoarded”” (EF in Fig. 1). P, must always be of the same 
height as P; (the intersection of M and L which shows “ hoarding ”’ 
equal to the increase in the supply of money). 

We must now examine a little more closely the nature of the 
items we have been handling: S (saving), J (investment), LZ 
(“hoarding ”) and M/ (changes in the amount of money). S and 
] are essentially and naturally of the nature of flows. They must 
be measured as “‘so much per unit of time ” or as “ so much in a 
given period.” In the absence of any change in the running of 
the whole economy it is reasonable to suppose that their values 
will be proportional to the period taken. At the same rate of 
interest, if we consider a period twice as long, we would expect to 
find that twice as much is invested and saved. It is not so clear 
in the case of L and UM. 

Let us first consider LZ or “‘ hoarding.” ‘‘ Hoarding ”’ by any 
individual was used to indicate an excess of S over / (lending) or an 
excess of b (borrowing) over]. S = Y (income) — C (expenditure 
or consumption). ‘‘ Hoarding” therefore = (Y — C —l) + 
b—I)=(¥ +6)—(C+I1+1). Now, (Y¥Y +5) is equal to 
total money receipts and (C + J + 1) is equal to the total money 
outlays. ‘The excess of the former over the latter, which is what 
we have called “ hoarding,” is the increase in the amount of money 
held. This item can indeed be measured as “‘ so much in a given 
period,” but there is no reason for supposing that at each rate of 
interest, everything else remaining unchanged, an individual will 
continue to “‘ hoard ”’ (or “‘ dishoard ”’) the same amount in succes- 
sive periods in the way in which he may be expected to continue to 
save at the same rate. If the rate of interest has been the same 
for some time, an individual will neither “‘ hoard’ nor “ dis- 
hoard.” Only when there is a change in the rate of interest (and 
for a short period after the change) will ‘“ hoarding ” or “ dis- 
hoarding ” take place. 

The reason for this difference between the ways in which S§ and 
I respond to the rate of interest and the way in which L (“ hoard- 
ing”) responds to the rate of interest is as follows. Saving, 
investing and ‘‘ hoarding ” all take place only when there is some 
kind of maladjustment. Saving takes place when the capital 


value of an individual’s assets (representing future yields) is 
Q2 
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considered by the individual to be too small as compared with his 
current income, so that he uses some of his income to increase the 
stock (and value) of his assets. The rate at which he saves jg 
equal to that rate of saving which equates the marginal utility 
of income forgone to the utility of the marginal increment of 
assets acquired (or that of the future consumption that it may 
represent). Investment takes place whenever the capital stock of 
society is too small as compared with the rate of interest, in the 
sense that if the capital stock were just maintained, the marginal 
rate of return on the activity of maintaining it would be greater 
than the rate of interest. In such circumstances the capital stock 
is augmented. The rate of investment that takes place is the rate 
that makes the marginal rate of return on investment equal to the 
rate of interest. 

In both of these cases, the acts of saving and of investment 
have some tendency to wipe out the maladjustment that calls 
them forth, in so far as saving tends to increase the value of assets 
held by an individual, thus rendering further saving less urgent, 
while investment tends to increase the stock of capital, and thus 
to lower the marginal rate of return on maintaining it. Both of 
these tendencies, however, are very weak in the short run, because 
the amount that can be saved or invested in a short period, limited 
in the way indicated above, is small compared with the total value 
of assets or the total stock of capital, so that many periods must 
elapse before there is any noticeable effect on these and on the rate 
of saving or investment that corresponds to a given rate of interest. 

The maladjustment which calls forth “ hoarding” is an 
inequality between the marginal utility of the stock of money held 
initially by any individual and the rate of interest which is the 
price that has to be paid (or the reward that has to be forgone} fr 
the sake of enjoying this marginal utility. It does not take a long 
time to eliminate such a maladjustment which arises when there is 
a change in the rate of interest, since there is no increasing cost of 
“ hoarding,”’ as there is of saving (because of the diminished mar- 
ginal utility of income) or of investment (because of the diminished 
marginal efficiency of investment). It is possible for an individual 
to borrow or lend (or withdraw or repay loans) and thereby very 
quickly to adjust the marginal utility of his stock of money to the 
rate of interest. As soon as these transactions are completed, no 
more “ hoarding ” or “ dishoarding ” takes place until the rate of 
interest (or something else) changes again. 

What all this means is that while J and S, the levels of invest- 
ment and saving, depend on the /evel of the rate of interest, 
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“ hoarding ’’ depends on a change in the rate of interest. In this 
it is more like a change in IJ or 8S, which would also depend upon a 
change in the rate of interest. This is quite natural, for “ hoard- 
ing,” as we have seen, is nothing but a change in the amount of 
money held. From this it follows that the true parallel to J and 
§ would be not “ hoarding ” or the change in the amount of money 
held, but the total amount of money people wish to hold, for that, 
just like J and S, could be expected to stay put as long as the rate 
of interest (and other influences) remained unchanged. 

If the period under consideration is taken to be long enough for 
the amount of money held to be completely adjusted to the change 
in the rate of interest, it is a simple matter to adjust our argument 
and reinterpret our diagram in accordance with this consideration. 
“ Hoarding,” or the increase in the amount of money held in the 
period at each rate of interest (I in Fig. 2), is the excess of the 
amount of money people wish to hold at each rate of interest over 
the amount of money they held at the beginning of the period. 
We can therefore obtain the curve showing the total amount of 
money people wish to hold, by simply adding this initial amount of 
money held to the L curve—i.e., by moving the whole curve to the 
right, by a distance representing the amount of money held at the 
beginning of the period. We can suppose the L curve in Fig. 2 to 
have been treated in this way, so that it now represents the total 
amount of money people will wish to hold at each rate of interest. 
This curve is now recognisable as the demand curve for money to 
hold. It will naturally have a positive value for all rates of 
interest as it is shown to have in the figure. 

An analogous treatment can be applied to the M curve which 
represented the increase in the supply of money. This can be 
turned into a curve showing the total amount of money available 
in the new position (at the new interest rate) by adding to the 
increase in the supply of money the initial supply of money or the 
amount of money available at the beginning of the period. On the 
new interpretation the M curve will be the supply curve of 
money.! 

Now, the total supply of money, or the total amount in 
existence or available at the beginning of the period, must 
necessarily be equal to the total amount of money held at the 
beginning of the period, because all money in existence must be 
held by somebody, and all money held by anybody must be in 


1 For some suggestions which I have found useful in the preceding paragraphs 
lam indebted to Dr. L. M. Lachman, at the London School of Economics, who 
must not, however, be held responsible for anything I say in this article. 
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existence. This means that the M curve and the Z curve wil] 
both have been shifted to the right by exactly the same amount. 
It follows that the relationship between the two curves and the 
ordinate or height of their point of intersection P, will not have 
been affected by this change. The ordinate of P, will also be 
unaffected, since the S + M and the J + LZ curves will also have 
been shifted to the right by exactly equal distances. 

We must now observe that in substituting the supply of money 
for the change in the amount of money and substituting the 
demand for money to hold or liquidity preference for “ hoard- 
ing,”’ we would appear to have involved ourselves in a greater 
difficulty than the one from which we wished to escape by this 
measure. We now find that to get the S + M and the J+ L 
curves we have to add the M and J curves, which now measure 
definite amounts of money, independent of the length of any 
period, to the SJ curve, which measures an amount of saving and 
investment which is indefinite unless some arbitrary length of 
period is postulated. 

This difficulty disappears as soon as it is observed that the 
arbitrariness of the SJ curve does not matter at all. We get 
exactly the same result whatever the length of the period con- 
sidered. If the period is longer we add equally larger amounts to 
both M and L (the supply and demand curves for money), and so 
the height BP, (which gives us the rate of interest) is unaffected; 
and however small the period, the height of BP, is unaffected. 
When we see this we also see that the whole business of adding the 
SI curve to the M and L curves is quite unnecessary. We can get 
the answer to our question more directly by just looking at the M 
and ZL curves (the amount of money and the liquidity preference 
schedule) and their intersection P;,. This is nothing but the 
diagrammatical representation of the formulation of the modern 
interest theory favoured by Mr. Keynes. 

When one has reached the new position and adjusted oneself to 
its implications, a backward glance at the two steps that led from 
the “‘ classical ” to the ‘‘ modern ” theory of interest (at any rate 
in its “ Keynesian ” formulation) shows them to be as Machia- 
vellian, as they seem terrifying to a “ classical ”’ economist who is 


1 The addition appears even more strange, indeed quite impossible, if we 
consider the S and J curves to represent not amounts saved or invested in some 
arbitrarily chosen period, but as rates (or intensities) of saving and investment. 
However, it is always possible to consider some finite period in which saving and 
investment are amounts, instead of concentrating on the limiting ratio between 
saving (or investment) and the period of time which constitutes the flow, so that 
our difficulty is seen to consist only in the arbitrariness of the period chosen. 
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making up his mind to venture on them. For the first, easy step 
is the insinuation of Liquidity Preference as a junior partner in the 
old-established one-man firm in the business of interest-determina- 
tion, and the second, much more nasty, step is to put Saving- 
Investment, the senior partner, to sleep, as a preliminary to 
kicking him out. 

While the tougher economists, like Mr. Keynes, are not 
impressed by the wickedness of such a procedure, and the slightly 
less tough salve their consciences with a shrug of the shoulder and 
a murmured plea that in science the end justifies the means, other 
economists who have ceased to be “ classical,” but are still some- 
what “‘romantic,”’ 1 will be very loth to dispose of the “Old Man” 
so summarily, and will prefer to keep him on in the firm as a 
sleeping-partner with suitable honours and harmless occupations. 
In this way we find other formulations of the modern theory of 
interest, differing from Mr. Keynes’ in the letter rather than in the 
spirit. The analysis of these formulations by means of the 
apparatus used above will enable us first to see the differences, if 
any, in this logical form, and then to examine the pros and cons of 
the differences in their emphasis on, or implications concerning, 
the various objective factors involved. 


II 


The clearest of such modern formulations of interest theory 
seems to be that of Prof. Bertil Ohlin.2 According to Prof. 
Ohlin, the rate of interest is the price that equates the supply and 
demand for “ credit ”’ which may be measured Gross or Net. The 
net supply of credit (or the supply of new credit) is the amount 
saved plus any net dishoarding (or minus any net hoard- 
ing) by lenders, since it is this sum that they lend on the credit 
market. The net demand for credit (or the demand for new 
credit) is the amount invested plus any net hoarding (or minus any 
net dishoarding) by borrowers, that being the sum borrowed on 
the credit market. These supplies and demands are both con- 
sidered not as simple quantities, but as schedules relating the 
various quantities of new credit that would be supplied or 
demanded at the different rates of interest. Since Prof. Ohlin— 
as this account of his theory shows—has not only taken the first 
step from the “classical” towards the “modern” theory of 


1 See D. H. Robertson, Economic JournaL, September 1937, p. 436, n. 2. 

* “Some Notes on the Stockholm Theory of Saving and Investment,” II, 
Economic JouRNAL, June 1937, and his rejoinder to Mr. Keynes in “ Alternative 
Theories of the Rate of Interest,” Economic JourNaL, September 1937. 
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interest, but has emphatically stated that saving must always be 
equal to investment, thereby making the second step, it is possible 
to explain and illuminate his theory by means of our Fig. 2. We 
will consider first his net formulation in terms of the supply and 
demand for new credit. There are two different ways of doing this, 

The simple way is to interpret the M curve as showing dis- 
hoarding by lenders and the Z curve as showing hoarding by 
borrowers, both being schedules showing the different amounts 
that would be hoarded or dishoarded at different rates of interest. 
The SZ curve shows investment (and therefore also saving) as a 
function of the rate of interest just as before. The addition of 
this curve to the M curve gives us the total supply schedule of new 
credit S+ M. Its addition to the LZ curve gives us the total 
demand schedule for new credit J + L. The intersection of these 
supply and demand schedules for new credit at P, gives us the rate 
of interest BP,. Again we see that we could have saved ourselves 
the trouble of adding the SJ curve and gone direct to P, as the 
equilibrium point showing the rate of interest O’P;,. 

This interpretation of Fig. 2 has the disadvantages : (a) that 
it suggests that the lenders will always dishoard a fixed amount, 
irrespective of the rate of interest (unless we re-draw the M curve, 
making it slope upward to the right to show that they would be 
induced to dishoard more at higher rates of interest), and (b) that 
it implies that at all rates of interest it is the lenders on the whole 
who dishoard and the borrowers who hoard. There is no reason 
for supposing this to be the case, since it is possible for lenders to 
hoard by lending something less than their total saving, and for 
borrowers to dishoard by investing (or spending on consumption) 
more than they borrow. These are not fundamental objections, 
since they boil down to nothing more than the unavoidable 
arbitrariness of a base line for our measurements. It is neverthe- 
less worth while, for the sake of dispelling any uneasiness that may 
remain, to go on to the slightly more complicated second inter- 
pretation (or rather adaptation) of our Fig. 2 as an illustration of 
Professor Ohlin’s argument. 

Since hoarding is not peculiar to borrowers and dishoarding is 
not restricted to lenders, and since it is only the net balance of 
hoarding and dishoarding that matters to us, we can use one curve 
to measure the net hoarding or dishoarding by the whole economy, 
in a schedule showing this as a function of the rate of interest. 
This is the new meaning of the ZL curve. The M curve then 
becomes a new Y axis (which we mark O’ Y’), since at the rate of 
interest OP, hoarding equals dishoarding, so that net hoarding 











eS & ae ok ee Ok 


Qe wo bs 


su) 
the 
me 





~~ SS 














1938] ALTERNATIVE FORMULATIONS OF THEORY OF INTEREST 223 


equals zero. At higher rates of interest net hoarding is negative 
(dishoarding is greater than hoarding or net dishoarding is posi- 
tive), and at lower rates of interest net hoarding is positive. We 
therefore rename our ZL curve L’, to remind us that it is now 
considered with respect to the vertical axis O’ Y’, which it cuts at 
P,. With the shifting of our vertical axis a distance OO’ to the 
right, the saving-investment curve must also be shifted the same 
distance to the right to show the same schedule of saving-invest- 
ment. This merely means re-naming, as S’J’, the previous 
S+M curve. This curve (in its investment aspect, J’) is then 
added to the L’ curve of net hoarding (positive for rates of interest 
less than O’P, and negative for higher rates of interest) to give 
I'+ L’, which is the same as the previous curve, 7+ L. The 
intersection of these two curves at P, gives us the rate of interest 
at which the supply of credit (which consists of saving plus net 
dishoarding by savers) is equal to the demand for credit (which 
consists of amounts borrowed and used for investment plus net 
hoarding by people other than savers), the various items being 
rearranged somewhat so that all uncancelled (or net) hoarding or 
dishoarding is included in the second curve. 

Once more we get the same answer, and we see again that the 
incorporation of saving and investment is completely unnecessary 
for the purpose of getting the answer to our question. P, gives 
the point where saving is equal to investment plus net hoarding. 
Since we know that saving is always equal to investment, we can 
remove these from both sides of our equation without losing 
anything, and we see that P, gives us the rate of interest at which 
net hoarding equals zero. By going directly for this we, and 
Professor Ohlin, would have saved ourselves a lot of trouble. 
Our only comfort is that all this empty ceremony about saving and 
investment may have done something to preserve the dignity of 
our ancient monarch, deprived of all influence in the real affairs of 
state. The effects of such ceremonial activities will be dealt with 
in the third section of this article, when we consider the importance 
of differing formulation with the same logical content. 

We can now consider Prof. Ohlin’s Gross formulation. Mr. 
Keynes says that the rate of interest is the price that equates the 
supply and demand for cash. Prof. Ohlin says that it is the price 
that equates the supply and demand for credit. The identity of 
meaning of these two propositions is shown in Fig. 3. 

Along the vertical axis is measured the rate of interest. The 
M curve shows the amount of money available in aneconomy. If 
the amount of money is fixed independently of the rate of interest, 
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this curve will be perpendicular, as it is drawn in our diagram. If 
the supply of money is governed by the rate of interest (as it may 
be if the monetary authorities are influenced by the rate of interest 
in determining the amount of money), the M curve will have a 
corresponding shape. The horizontal distance between the MY 
curve and the A curve shows the value, at each rate of interest, of 
all the other assets in the economy. The lower the rate of interest 
the greater the value of these assets, because then the expected 
future incomes which these assets represent will lose less in being 
discounted to give the present value of the assets. 

At each rate of interest—and the corresponding value of the 
assets—people will wish to distribute their wealth in a certain 
proportion between cash and other assets. At a higher rate of 
interest people will wish to hold less cash, partly because of the 
higher reward for holding other assets, partly because the value of 
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other assets shrinks relatively to the value of a given amount of 
money, and partly because at the higher rate of interest invest- 
ment and incomes will be less. The ZL curve shows the way in 
which at each rate of interest people desire to distribute their 
wealth between cash and other assets. Thus if the rate of interest 
is OB, the amount of cash (here shown fixed independently of the 
rate of interest) being BD, the value of other assets is DE, so that 
the total value of assets including cash is BH. At this rate of 
interest (and the corresponding value of other assets) the owners 
of wealth wish to hold in cash not BD, the amount of cash actually 
available for them to hold, but BC (7.e., BD minus CD); and they 
wish to hold in the form of other assets not DE, the value of the 
existing other assets, but CE (t.e., DE plus CD). 

At the rate of interest OB, then, all property-owners together 
will try to exchange CD of cash for the same cash value of other 
assets by exchanging with each other. Of course they cannot 
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succeed in doing this, because whatever the extent to which cash 
and other assets change hands, the total of cash remains at BD, 
which is CD too much—and the total of other assets remains at 
DE, whichis CD too little. But the attempt to get rid of cash and 
to acquire other assets has the effect of raising the price of these 
assets, and thus of lowering the rate of interest. 

This process continues, the line BE moving down, DE, the 
value of other assets, increasing, and CD, the excess of cash or the 
deficit of other assets, diminishing until it disappears, C and D 
meetinginP. /P isthe point of equilibrium, there being no further 
incentive for the value of assets and the rate of interest to change. 
NP is the equilibrium rate of interest. 

Mr. Keynes calls the L curve the demand for money and the M 
curve the supply of money, measuring both of these in the familiar 
way from the Y axis towards the right. The rate of interest is 
determined by the equilibrium shown at P, where the demand for 
cash BC is equal to the supply BD. Professor Ohlin looks at the 
picture from the other side, measures his quantities from the A 
curve towards the left. The M curve then measures the supply 
of assets which is the demand for credit and the Z curve measures 
the demand for assets which is the supply of credit. The 
equilibrium giving us the rate of interest is shown at P, where the 
supply of credit ED is equal to the demand for credit EC, and it is 
thus that the rate of interest is determined. Our figure shows 
very simply that the equation of BC to BD is the same thing as the 
equation of HC to ED. 

As Fig. 3 is drawn, one might get the impression that the 
Keynesian argument is more reasonable because it is represented 
by the more normal procedure of measuring supply and demand 

1 We may assume that when Prof. Ohlin says that the supply and demand for 
assets ‘‘ govern ”’ the demand and supply of credit, he means that the former are 
the schedules which determine both the quantity of credit supplied (and demanded) 
on the market and the price or rate of interest in which alone we are here interested. 
Such an interpretation is supported by a passage in Prof. Ohlin’s article in the 
Economic JouRNAL, September 1937, p. 423, where he says : ‘‘ When it is said in 
pure theory that the price of a commodity is governed by supply and demand, the 
meaning is that it is determined by the demand and supply curves, which express 
the planned sales and purchases at different possible prices during a certain future 
period.” It must be presumed that by the quantity of credit supplied (and 
demanded, since supply must equal demand) Prof. Ohlin means not the amount of 
credit that actually changes hands on the market, for that belongs to the net rather 
than to the gross analysis, but the total value of assets in existence (which is the 
actual demand for credit or capital-disposal) and che value of assets people wish to 
hold (which is the actual supply of credit or capital-disposal). Prof. Ohlin’s 
somewhat obscure expression for this familiar form of showing an equilibrium by 


the intersection of supply and demand schedules is related to his use of the ex ante 
concept. 
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from the Y axis towards the right, while Prof. Ohlin’s argument is 
very peculiar because it entails measurement from some strange. 
looking curve and towards the left. This, however, is entirely 
arbitrary, since the figure could quite easily be re-drawn the other 
way round and show the supply and demand for assets (the 
demand and supply of credit) measured from the Y axis towards 
the right, and the supply and demand for cash measured towards 
the left, and from a curve of exactly the same shape as the A curve 
in our figure. Any reason for preferring one of these formulations 
to the other must be based on quite different grounds. 

In concluding this analysis of the logical content of Prof. 
Ohlin’s net and gross formulations of the theory of interest I would 
like to mention two points. 

First, in the gross formulation, even as given by Prof. Ohlin 
himself, there is no mention whatever of saving or of investment. 
Poor senior partner has been completely forgotten. Secondly, 
although Prof. Ohlin insists that the distinctions between ex ante 
and ex post analysis is essential for dealing with these problems, I 
have been able, I think, to present the whole of his interest theory 
without making any use of that mechanism. 

The differences between Professor Ohlin’s formulation of the 
theory of interest and that of other “modern” but not quite 
“* Keynesian ”’ economists, like Dr. Hicks and Mr. Robertson, are 
very slight and need not occupy much space. Dr. Hicks speaks of 
the rate of interest being determined by the supply and demand 
for loans in place of Ohlin’s credit, but any difference between these 
can only be in the nature of some arbitrary variation of the base 
line for measurements which affect supply and demand equally 
and give the same rate of interest as the answer. Dr. Hicks’ 
supply and demand for loans can be illustrated in our Fig. 2 in 
exactly the same way as Professor Ohlin’s supply and demand for 
credit. Dr. Hicks emphasises the arbitrary nature of the choice 
between speaking in terms of loans or of cash, declaring that if we 
equate the supply and demand for money, the equation of the 
supply and demand for loans follows automatically, and if we 
equate the latter the former equation is otiose. This is shown 
very clearly in our Fig. 3. 

The kernel of Mr. Robertson’s theory of interest is also the 
same, although it is not so easy to disentangle it, on the one hand 
from his peculiar terminology and on the other hand from the 
numerous side issues that he delights to bring in. In his last 
rejoinder to Mr. Keynes,! however, he consents, under protest, to 
1 Economic JouRNAL, September 1937, p. 428. 
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use Mr. Keynes’ terminology for a while, so that saving is always 
equal to investment, and this enables the reader to see that his 
“Joanable funds,” the supply and demand for which determine 
the rate of interest, is parallel with Professor Ohlin’s “ credit” and 
Dr. Hicks’ “‘loans,’”’ so that Mr. Robertson is right when he says 
that his apparatus and Mr. Keynes’ are “ but alternative pieces of 
machinery,” from which it follows that the vigorous attacks made 
so frequently by Mr. Robertson on Mr. Keynes’ formulation must 
rest either on minor terminological quibbles which we cannot 
discuss here, or on differences in implicit assumption about the 
data which determine the relative convenience of the different 
formulation. These we can discuss in the next section. 


Il 


Just as in the examination of the different formulations of 
interest theory we found it convenient to use Professor Ohlin’s 
largely as representative of the others, so we shall find it con- 
venient here to compare his formule with that of Mr. Keynes, now 
looking not for similarities in their analytical content, but for 
differences in their empirical implications and suggestions. On 
this we may come to a judgment as to these relative merits as tools 
for economic investigation. 

Professor Ohlin’s gross formulation has the advantage (as 
compared with Mr. Keynes’) of making it harder for the student to 
forget that there is a different rate of interest for every different 
kind of “‘ credit ’’ determined by the supply and demand for that 
kind of “ credit ’’ (or the demand and supply of the corresponding 
assets). The emphasis in the asset side also diminishes the danger, 
which is quite considerable, if, like Mr. Keynes, we look only on 
the money side, of overlooking the effect on the rate of interest of 
changes in the total value of other assets. There is then a shift of 
the L curve to the right, but there is no change in purely psycho- 
logical propensities to draw our attention to this shift. 

Professor Ohlin’s gross formulation, or a simple variant of it, 
is also a more useful method for the discussion of the intricate 
complementarities that arise when there are several different kinds 
ofassets. It enables us, for example, to deal more easily with the 
question : How will an increase in the desire to hold equities due to 
an expectation of increased yields, affect the (bond) rate of 
interest ? The answer is that if equities are complementary with 
bonds against money, the rate of interest will fall, while if equities 
are complementary with money against bonds, the rate of interest 
will rise. Or the same results can be put, not quite so simply, 
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in terms of the different elasticities of substitution between bonds, 
equities and money. In any case this analysis 1 presupposes an 
awareness of the problem in terms of the demand for holding 
different values of various assets. The same treatment is suitable 
for all questions, like those concerning the relationship between 
long- and short-period interest rates, which concern the demand 
for different kinds of assets. (In this case bonds and bills.) 

Against these advantages must be set the danger in Professor 
Ohlin’s formule of forgetting that the ceremonies performed in 
honour of saving and investment are quiteempty. Although it is 
clear that they play no real part in either of his formulations, 
Professor Ohlin is extraordinarily and suspiciously emphatic in 
declaring that they really do affect the result. Thus : “ Does this 
mean that [the height of the] rate of interest has no connection 
with the disposition of individuals and firms to save ...? Of 
course not. But it has such connections only indirectly.” ? And 
even more emphatically at the end of his last article: ‘‘ The 
quantity of claims . . . provides a direct link with saving, investment 
and the whole economic process.””* Our analysis has shown that the 
real connections between saving and investment and the rate of 
interest (for, of course, everything in an economy is connected with 
everything else) are of a far more indirect nature than would be 
suggested by their simple and purposeless addition to both the 
supply and demand schedules for cash or credit. 

This leads to another disadvantage, from which Professor 
Ohlin’s net formulation suffers more than his gross formulation, 
that readers may easily take the attentions paid to savings and 
investments too seriously and suppose it to be very little removed 
from the “ classical’ theory of the supply and demand for savings. 
Mr. Keynes himself has fallen into this trap.* 

Dr. Hicks seems to have been successful in keeping all of these 
in what seems to me to be a right perspective. Essentially he has 
put in a more mathematical manner what I have endeavoured to 
show in my curves. 

Mr. Robertson, on the other hand, seems to be more to blame 
than Professor Ohlin, and gives one the impression that his very 
deep pseudo-classical formulations really contain more than 
empty ceremony. His concession, in this last article,> in employ- 


1 Based on the general lines laid down by Hicks and Allen in “‘ A Reconsidera- 
tion of the Theory of Value,”’ Economica, 1934. 

*? Economic JOURNAL, June 1937, p. 221. 

3 Ibid., September 1937, p. 427 (his italics). 

« “ Alternative Theories of the Rate of Interest,’’ Economic JOURNAL, 
January 1937, p. 245. 
5 Ibid., September 1937, p. 428. 
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ing Keynesian language shows him quite definitely to have taken 
the two steps from the “ classical ’’ to the modern view, and his 
ancient trappings are justified, when challenged, by quite new and 
very ingenious arguments in terms of the modern theory. Yet 
one still feels that there is behind all this a harking back to the old 
system that provides the energy for his cunning. I wish to 
consider here only one of his points—namely, that the marginal 
efficiency of capital “ can exercise a direct influence on the rate of 
interest.”’ A closer examination of this shows that Mr. Robertson 
is assuming that if there is an increase in investment, there is an 
increase in the demand for cash to hold to finance the investment, 
or else a tendency for the increase in income, formed by the 
increase in investment, to be hoarded.t This may be so to some 
extent if we consider a very short period, but it cannot be general- 
ised, so that it is better to consider such effects as changes in the 
demand for money rather than as “‘ direct ’’ effects of the increase 
in investment to be measured by the schedule of the marginal 
efficiency of capital. 

Certainly there is no very simple relationship between such 
increases in the demand for holding cash, which are most directly 
related to the rate of increase of the rate of investment (or the level 
of incomes), and the level of the rate of investment on which the 
unsophisticated ‘‘ classical ” argument is based. 

This effect, which fits without any difficulty into the simplest 
Keynesian formula of the supply and demand for money, should 
be distinguished from another which does not fit so easily into that 
scheme. An increase in the marginal efficiency of capital may be 
accompanied by an increase in share values, and this may affect 
the rate of substitution between bonds and cash,? and in this way 
the rate of interest. To consider this as an effect (direct or 
indirect) of an increase in the marginal efficiency of capital on the 
rate of interest is not correct, for it is not the change in the 
marginal efficiency of capital that has the effect, but the change 
inthe total value of shares. An increase in the marginal efficiency 
of capital, while increasing the profitability of new investments, 
can lower as well as raise the value of existing investments, and 
may leave it unchanged. There is, of course, the consideration 
that the new investment, by adding to the total of assets, may 
tend to increase their value, and thus to have some effect, of the 
nature here discussed, on the rate of interest, but this effect is 
certainly negligible in the short-period determination of the rate of 
interest to which all this argument refers. 


1 I am indebted on this point to a discussion with Dr. M. Kalecki. 
? See page 227 above. 
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We see, then, that against the very simplified form of the 
Keynesian system, which speaks as if there were only one kind of 
asset and only one rate of interest, the other formulations have an 
advantage against which several disadvantages have to be put. 
We are saved from the task of weighing these advantages and 
disadvantages by the consideration that a more sympathetic 
interpretation of both systems, bringing in both cash and assets, 
as in our Fig. 3, gives us the advantages of both. 

A. P. LERNER 


Berkeley, California. 
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THE CONCEPT OF HOARDING 


THE term “ hoarding ”’ is used in current literature in a number 
of distinct senses. 

(1) “‘ An increase in hoarding ”’ may mean an increase in the 
desire to hold money as opposed to securities. This may occur 
(a) as a result of a change in sentiment, as is implied in the 
phrase “ hoarding due to decline in confidence ” or “ to financial 
panic.”’ It may occur (6) as a result of an increase in the total 
of wealth, for as wealth increases the demand for money as “a 
store of value ’’ normally increases, though by less than the total 
increase in wealth. The demand for money may also increase 
(c) as result of an increase in the requirements of the active 
circulation. 

If the total quantity of money is kept constant, an increase 
in the actual amount of money held by the community as a whole 
cannot occur, but an increase in the desire to hold money brings 
about a rise in the rate of interest (a fall in security prices). If an 
individual owner of wealth desires to increase his holding of money, 
he is free to do so, either by selling out securities or by holding new 
savings in the form of money. His action then raises the rate of 
interest to the point at which other individuals are prepared to 
part with the money which he acquires. 

The rise in the rate of interest leads, after a certain time has 
elapsed, to a decline in the rate of investment, and a fall in 
incomes and trade activity. 

It is in this sense of the word, particularly sense (la), that the 
substantial meaning of “ hoarding’”’ agrees with the aura of 
associations that the word carries with it in literary use. 

(2) “‘ An increase in hoarding ’’ may mean an increase in the 
actual amount of money held by the public. This can only come 
about if the quantity of money is increased. An increase in the 
quantity of money, other things equal, leads to a fall in the rate 
of interest, and, after a time, to an increase in investment, 
incomes and trade activity. 

In this sense “ hoarding ’’ does not come about from the 
initiative of the public, but is induced by the action of the banking 
system. 

These two senses of hoarding are combined in the cases where 
No. 190.—voL. XLVI. R 
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an increased desire to hold money is met by an increase in the 
quantity of money, which prevents the rate of interest from rising, 
or an increase in the quantity of money is offset by an increase in 
the desire to hold money, which prevents the rate of interest from 
falling. 

(3) “ Hoards”’ may be used to mean not the total quantity 
of money, but the total minus the active circulation (“idle 
balances ’’). ‘‘ An increase in hoarding,’ when the total quantity 
of money is constant, is then brought about by a decline in incomes 
and trade activity, which releases money from the active circula- 
tion, and is another name for a fall in the average velocity of 
circulation of money. 

A fall in the velocity of the active circulation (such as may be 
due to lengthening customary intervals of income payments) 
causes an increase in the demand for money, and if the quantity of 
money is constant, the rate of interest will rise to the point at 
which the additional money required by the active circulation is 
drawn away from “idle balances.” In this case “ an increase of 
hoarding ”’ sense (lc) causes a “‘ decrease of hoarding ” sense (3). 

** An increase in hoarding ”’ in sense (1) is a cause of a rise in 
the rate of interest but “ an increase of hoarding ”’ in sense (3) is 
associated with a fall in the rate of interest. This fall acts asa 
brake upon the decline in activity,but cannot be sufficient to 
restore incomes (and consequently the demand for money in the 
active circulation) to the former level. 

In this sense “‘ hoarding ” is an automatic consequence of a 
decline in incomes, no matter what the cause of the decline may be. 

** An increase of hoarding ” in sense (la) may lead to an in- 
crease in sense (3), since an increase in the demand for money, by 
driving up the rate of interest, tends to bring about a decline in 
incomes, and consequently a release of money from the active 
circulation. Such a combination of sense (la) with sense (3) 
probably provides the most reasonable interpretation of the 
complex of ideas connected with the word “ hoarding.” 

(4) “‘ Hoards ’” may be measured not in money, but in real 
terms. In this sense “ an increase in hoarding ”’ means an increase 
in the real value of the total stock of money. It is an automatic 
consequence of a fall in prices, no matter what the cause of the 
fall may be. 

‘* An increase in hoarding ” in sense (3) need not be associated 
with an increase in sense (4) (though commonly both occur 
together), for a decline in activity and incomes may come about 
without a fall in prices, though it is unusual for it to do so. 
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(5) Senses (3) and (4) are combined when by “ hoards ”’ is 
meant the real value of “idle balances ’’—that is, the real value 
of the total quantity of money minus the real value of the active 
circulation. 

It appears that an “ increase in hoarding” in sense (1) may 
be an independent causal factor acting upon trade activity, in- 
comes and prices via the rate of interest, while “an increase in 
hoarding ”’ in sense (2), (3), (4) or (5) is a consequence of changes 
in banking policy, in activity, or in prices, which occur for other 
reasons. 

(6) An individual is sometimes said to “hoard part of his 
income.” This is a portmanteau phrase containing the conception 
of saving as well as the conception of acquiring money. The 
individual in question is saving and using the increment of his 
wealth to acquire money. The amount of money which he holds 
is then increasing continuously through time. This sense of hoard- 
ing must be distinguished from sense (1b), for there “‘ an increase 
in hoarding ” (demand for money) is the consequence of saving, 
while here the word “ hoarding” is used actually to mean 
“ saving.” 

Terminological confusions about the meaning of the word 
“ hoarding,”’ like the cognate confusions about the word “ saving,”’ 
have formed a smoke screen which conceals important points of 
substance. 

It is sometimes suggested that the savings of individuals 
fail to “‘ get invested ”’ in real capital because they somehow “ run 
to waste in hoards ”’ or “ get held up in the banking system.” 
Such phrases may imply merely “ an increase in hoarding ’’ in sense 
(1b). Investment is going on at a certain rate, individuals, taken 
one with another, are adding to their wealth at a rate equal to the 
rate of net investment, and they wish to hold a part of the incre- 
ment of their wealth in the form of money. Thus the demand for 
money is rising gradually through time, and, if the quantity of 
money is constant, there is a gradually increasing upward pressure 
on the rate of interest. Here the significance of the desire of 
individuals to hold an increment of wealth in the form of money 
does not lie in any tendency for investment to fall short of savings, 
but in a tendency for the rate of interest to move up gradually 
through time, exercising an increasing discouragement to entre- 
preneurs carrying out investment in real capital. 

More often these phrases have a tincture of “ hoarding ” 
sense (6), and introduce tacitly an increase in thriftiness into 


the story. An increase in thriftiness, showing itself in a decline 
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in the rate of spending for consumption, leads to an all-round 
decline in activity and incomes. Some individuals may now 
be saving at a greater rate than before, while other individuals, 
owing to the decline in their incomes, are. saving correspondingly 
less. Now, if those whose rate of saving has increased have the 
same desire to hold money as those who are saving less, there is 
no net effect upon the demand for money, except a once-and-for-all 
decline due to the contraction of the active circulation (‘‘ decrease 
in hoarding ’’ sense (lc) and “increase in hoarding ” sense (3)). 
If, however, it happens that those individuals who save have more 
than the average desire to hold money, then the demand for money 
will increase gradually through time, and there will be a gradual 
upward pressure on the rate of interest. In short, an increase in 
thriftiness which happens to be accompanied by “ an increase in 
hoarding ” in sense (1) will have a greater effect in reducing 
activity than one which is not accompanied by “ hoarding.” 
But the decline in activity is mainly to be attributed to the 
increase in thriftiness, not to any “ increase in hoarding ”’ which 
happens to accompany it. 

Another idea is also concealed behind the terminological 
smoke-screen. It is sometimes suggested that an increase in 
bank credit is somehow “ added to the supply of investible funds,” 
so that the demand for funds represented by the current rate of 
investment in real capital is met by the savings of the public 
plus newly created money. It is impossible to add the stock of 
money to the flow of saving. These phrases therefore imply that 
with a given rate of investment there is a given rate of increase 
in the quantity of money. And this is a phenomenon which is 
never likely to occur in practice.1_ But, for the sake of argument, 
let us contrast an increase in investment financed by bank loans 
with one financed by the issue of securities to the public. 

There are two points to be considered. First, an increase in 
the rate of investment leads, so long as the investment continues, 
to an increased demand for money, both for the active circulation 
and for “finance” (“‘an increase in hoarding ”’ sense (lc)). 
Where there is no increase in the quantity of money, and no falling 
off in the demand for money for other reasons, an increase in the 
rate of investment therefore promotes a rise in the rate of interest, 
which acts as a brake upon the increase in investment. If, 


1 An increase in the quantity of money due to (a) gold mining and (6) a budget 
deficit financed by borrowing from the central bank is discussed by Mr. Keynes, 
General Theory, p. 200, and by me, Introduction to the Theory of Employment, 
Chap. X. We are here concerned with an increase in money due to the action 
of the banking system increasing its loans to entrepreneurs. 
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however, the stock of money is increased each week by an amount 
equal to the increase in the weekly rate of investment, the once- 
and-for-all rise in the demand for money will be outbalanced 
after a certain time by the increase in its total stock, and a 
decline in the rate of interest will set in, giving a further stimulus 
to investment. 

Second, when a certain amount of investment has been com- 
pleted, there is an equal increment in the total of wealth owned by 
individuals, and consequently an increase in the demand for 
money (“ hoarding’ sense (16)). If the investment has been 
financed by securities and the quantity of money is constant, 
there is then an upward pressure on the rate of interest. If it 
is financed by bank loans, then after a certain amount of invest- 
ment has been completed the banks are left with an equivalent 
increase in both their assets (loans) and their liabilities (deposits), 
while the public are left with an equivalent increase in their 
wealth and in their bank deposits. The increase in demand for 
money generated by an increase in wealth (“ hoarding ”’ sense 
(1b)) is less than the increase in wealth. The supply of money 
has therefore increased more than the demand for it, and there is a 
tendency for the rate of interest to fall. The difference between 
the two methods of finance shows itself in the behaviour of the 
rate of interest, not in a difference in the behaviour of savings. 

These two conceptions, “ savings lost in the banking system ” 
and “‘ an inflationary supplement to saving,’”’ cancel each other. 
For, over any interval of time, the “excess savings added to 
hoards ’’ are represented by the increment of bank deposits held 
by individual savers, while the “ credits supplementing saving ”’ 
are represented by the increased loans of the banks. Since the 
increase in deposits is necessarily equal to the increase in bank 
assets, the “‘ excess of saving over investment ”’ is equal to the 
“excess of investment over saving.”” The two notions have only 
to be confronted with each other for both to disappear. 

It appears that some readers of Mr. Keynes’ General Theory, 
themselves believing that the “ wastage of savings due to hoard- 
ing” and the “ inflationary supplement to savings ”’ are of prime 
importance, find themselves at a loss to understand why there is 
no place for ‘“‘ hoarding” and ‘excess investment” in Mr. 
Keynes’ terminology, and attribute their absence to wanton 
perversity in the definitions. They are unable to conceive that 
the disappearance of these conceptions (to them all-important) 
from the analysis can be due to anything but verbal jugglery. But 
the reason why these notions have no place in the General Theory is 
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not because Mr. Keynes has concealed a vital factor under a mask 
of unnatural terminology, but because, in his view, “ hoarding,” 
except in sense (1), which is covered by the conception of 
“liquidity preference,” has no causal force, while the notions 
of ‘‘ savings lying idle in the banks ” and of “ banks loans as a 
supplement to current saving ”’ are purely mythical conceptions, 
Mr. Keynes’ repeated protestations that he regards the complex of 
ideas connected with these two conceptions as simply an error, 
a confusion of thought, have failed to take effect, and his critics 
continue to complain of his definitions instead of denying (or 
accepting) the substance of his analysis. The issue involved is a 
substantial one, not a question of terminology. 
Joan ROBINSON 


Cambridge. 





INDIAN CURRENCY IN THE DEPRESSION 


1. DEVALUATION OF THE RUPEE, 1931 


On September 21, 1931, Great Britain abandoned the gold 
standard. Three days later, the Government of India linked the 
rupee to sterling at the old rate (i.e., 1s. 6d.). This raised a storm 
of protests in the country, although the step taken was by no 
means revolutionary, seeing that our currency had been maintained 
virtually on a sterling basis for a fairly long period. The other 
alternatives before the Government at the time were: (1) to 
leave the rupee “ free,” i.e., without any gold or sterling link, 
and (2) to give the rupee a definite but reduced value in gold. The 
adoption of the latter course was fraught with serious difficulties 
at a time when most currencies in the world were drifting away 
from gold, and when the best estimates of the value of the yellow 
metal even for the immediate future were liable to be very wide 
of the mark. With the future of gold itself uncertain, the 
Government could hardly have hit upon a gold value of the rupee 
which would correspond with the facts of the situation as they 
revealed themselves in later years. 

The view that was widely canvassed at the time, however, 
was that the rupee should be left to fluctuate freely and allowed 
“to find its own level.”” It was stated that India should have her 
freedom unfettered in the matter of regulating the currency in 
her interests and as dictated by her own position and requirements. 
By the sterling link, the rupee would be following exactly the 
course of sterling in its relation to gold. What might suit Britain 
in this regard is not necessarily the best course for India. The 
protagonists of this view sought to support their case by appealing 
to the reasoning adopted by the Hilton Young Commission in 
rejecting a sterling-exchange standard for India in 1926.1 An- 
other charge against the sterling link was that it would introduce 
“Imperial Preference ’’ by the back door. For, while the value 
of the rupee in terms of sterling remained intact, its value in 
terms of the currencies of countries that still remained on gold 
suffered a diminution, and the benefit of this difference in value 
went to the British exporter in the Indian market. Nor was 
this all. It was freely mentioned at the time that the sterling 


1 Report of the Royal Commission on Indian Currency, 1926, p. 11. 
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link would result in a depletion of our already diminished sterling 
reserves. 

If in the face of these arguments the Government adhered to 
their decision to maintain the sterling basis, it must be said that 
some important considerations of a practical nature weighed 
heavily in favour of that course. The Government have sterling 
obligations to the tune of £32 millions to meet every year. More- 
over, on January 1, 1932, a sterling loan of £15 millions was due to 
mature and another of £7 millions later in the year. This was, 
indeed, the main line of defence urged by Sir Smauel Hoare, the 
Secretary of State for India. Speaking before the Federal Struc- 
ture Committee of the Indian Round Table Conference, then in 
session, he said: “Since the fixing of the rupee by Statute at 
ls. 6d., sterling has until to-day been synonymous with gold, and 
for all practical purposes the stability of the Indian exchange 
has been based on sterling. The Indian trade is financed through 
sterling. The greater part of India’s external obligations is in 
terms of sterling. . . . It has therefore been decided to maintain 
the present currency standard on a sterling basis.” A rupee 
stabilised in terms of sterling would be obviously of great advan- 
tage, therefore, from the point of view of the Government's 
budgetary position, their remittance operations and adjustments 
as between rupee and sterling transactions on Government’s 
account. 

A “free” or fluctuating rupee would be embarrassing not 
only to the Government in the framing of its budget, but also 
to the trader in his genuine commercial and exchange transactions. 
Apart from the fact that it would be giving a handle to the 
speculator to meddle in exchange, uncertainty of exchange con- 
stitutes in itself a serious hindrance to the development of trade. 
At a time when numerous currencies divorced from gold were 
thrown into confusion and uncertainty, it must be considered to 
have been wise to link the rupee to the comparatively stable basis 
of sterling. The Dominions kept their sterling link intact. Many 
independent countries, like Sweden, Denmark, Norway and Portu- 
gal, anchored their currencies to sterling when they severed the 
connection with gold. There were undoubted advantages in 
India seeking for herself a position in the wide “sterling area” 
which thus came into being, as against the risks of leaving the 
rupee to drift, as it were, in an uncharted sea. 

The important thing to remember is that the sterling link 
made the depreciation of the rupee a fait accompli. The rupee 
automatically registered every depreciation of sterling in terms of 
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gold—to-day it stands at about 37 per cent. below its gold parity. 
This provided much relief at a time when the country’s economy 
was subjected to stresses and strains of every kind. The change 
that it effected was nothing short of a transformation of the 
entire situation facing the exchange and money market. 


2. Tue Errects oF DEVALUATION 


The difficulties facing the country at the time were of a rather 
serious nature. The slump in commodity prices, which began 
towards the end of 1929, brought with it its own problems for 
India. The fall in prices was unequally spread over primary 
products and finished goods, much to the detriment of the former. 
The value of our export staples was seriously affected, and the 
balance of trade in merchandise in our favour fell to low figures. 
Added to these difficulties created by the world situation was 
the trouble in the political field in India, coupled with talks 
of Government’s debt obligations. Investors in Government- 
of-India securities got nervous, and both sterling securities and 
rupee securities suffered as a result. More alarming was the 
tendency to sell investments in India and transfer capital abroad. 
This tendency, which was noticed in the financial year 1929-30, 
became pronounced in 1930-31, and continued for a good part of 
the year 1931-32. There are good grounds for believing that a 
substantial export of capital took place in this manner. 

With such forces in operation, the Government was finding 
it difficult to maintain the rupee at 1s. 6d. (gold), the rate statu- 
torily fixed in 1927 on the recommendation of the Hilton Young 
Commission. In the financial year 1930-31 the rate at which 
sterling was purchased by the Government averaged 18.53id. 
Between March and September 1931 the highest rate touched was 
ls. 533d. In 1930-31 the Government could purchase through 
the market sterling amounting to only £5-4 millions. The 
remittances to the Secretary of State were therefore met by the 
flotation of sterling loans, and in addition by the sale of sterling 
at the lower gold point. Transfers were made from the Paper 
Currency and Gold Standard Reserves in England to the Home 
Treasury to meet these sales of sterling against corresponding 
contraction of currency in India. From June to September 1931 
the sale of sterling by the Government to maintain the exchange 
at the lower gold point amounted to £14 millions. The result of 
these operations was to produce a contraction of currency in 
India to the extent of Rs. 43} crores! in two years. 

1 One crore of rupees = £750,000. 
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With the devaluation of the rupee in September 1931, the 
whole position changed. By the end of October sterling quotations 
reached ls. 6;1,d. In the next five months the Government could 
purchase from the market sterling amounting to £40 millions at 
the very favourable rate of 1s. 6-123d. Since then—i.e., for the 
past six years and more—the authorities in India have not been 
put to the necessity of selling sterling, or contracting currency, 
or transferring funds from currency reserves in London to the 
Secretary of State for meeting foreign dues or supporting rupee- 
sterling exchange. On the other hand, the funds offering them- 
selves in the market have sometimes been even embarrassingly 
large for the authorities. In 1932-33 Government purchased in 
the open market sterling amounting to £35-7 millions; in 1933- 
34 such purchases increased to £45 millions. As a result, the 
exchange market has stood firm in this period, and excepting for 
very brief intervals, the rate has always stood at a premium. All 
this has also made possible large additions to the gold holdings of 
the Government of India. In the financial year 1931-32 the gold 
reserves of the Government increased in quantity by approximately 
20 per cent. 

The ease with which funds could be obtained for remittances 
abroad was reflected in the conditions of the money market. In 
1931-32 alone there took place a net expansion of currency to the 
extent of Rs. 35 crores. These conditions have been maintained 
to the present day. The bank rate stood at 8 per cent. in Noven- 
ber 1931. By March 1932 it had fallen to 6 per cent. and by 
February 1933 to 3} per cent. Conditions since have justified 
further lowering to 3 per cent. The history of the Government's 
Treasury-Bills policy and short-term borrowing is equally in- 
structive and significant. The total outstandings of treasury 
bills at the end of the year 1930-31 amounted to Rs. 55°38 crores. 
By the end of 1932-33 this total had been brought down to Rs. 26 
crores, and towards the close of 1935-36 it stood at the low figure 
of Rs. 18-27 crores.1_ The rate paid by the Government for these 
borrowings also showed successive reductions. In one year, 
1932-33, the rate for three months’ bills was brought down from 
more than 5 per cent. to “‘ the unprecedently low average rate of 
1-36 per cent.” 

An account of the long-term borrowings of the Government 
would tell the same story. The borrowings were largely for 
converting higher interest-bearing debts into lower-interest 


1 Part of the cancellation of treasury bills was, however, done by the flotation 
of rupee loans. 
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bearing ones. The rupee loan floated in September 1931 bore 
interest at 63 per cent. This rate was reduced every time a loan 
was floated until, in the financial year 1934-35, a 3 per cent. tax- 
bearing issue with an issue price of Rs. 99 per cent. could be 
successfully negotiated in the market. This latter was the first 
Joan bearing a nominal rate of interest of 3 per cent. issued since 
July 1896. 

The period was also one of great industrial activity. Between 
1928-29 and 1936-37 the production of cotton piece-goods has in- 
creased by 89 per cent., sugar by 1,016 per cent., pig-iron by 213 
per cent. and steel by 151 per cent. It is no wonder that the 
period witnessed a record number of company flotations. The 
sale of post-office cash certificates and the increase in the post- 
office savings deposit also tell the same story. 

However, the features outlined above do not constitute a 
complete picture of Indian economy during the period. Were 
it so, it could have been said with perfect truth that the sterling 
link saved the country from the devastating effects of the de- 
pression. But unfortunately the depression went to the founda- 
tions of world economy, and no currency manipulation could work 
that magic. So we see India also bearing in full her share of the 
fall in world trade that characterised the period. The devaluation 
of the rupee, therefore, did little to restore the merchandise 
balances from the low levels to which they had sunk at the onset 
of the depression, and it was only by the opening of our hoards of 
gold that this situation was retrieved. But it was found hard 
indeed to wriggle us out of the difficult position into which we 
had been thrown by a persistent fall in prices. A good deal of 
public attention has been focussed on these aspects of our problem, 
and the usual conclusion drawn is that they are a legacy of an 
over-valued currency. It is necessary to examine more closely 
the contentions on which this opinion is based. 


3. Gotp Exports From INDIA 


It is a fact that, since September 1931, about 40 million ounces 
of gold has left India.for other countries. It is also undeniable 
that these exports did the work normally done by merchandise 
balances; they were the mainstay of our exchange in this period. 
To them, therefore, mainly belongs the credit for the easy con- 
ditions that prevailed in the money market in a period of un- 
exampled stress and strain. But while all this is clear, the 
contention that they constitute strong evidence of the over- 
valuation of the rupee has yet to be proved. Such a view rests on 
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an erroneous understanding of the nature and significance of the 
Indian gold exports. 

The gold exports from this country stand on an entirely dif- 
ferent footing from the gold outflows from currency reserves. It 
was the efflux of gold from the Bank of England that precipitated 
the decision of England to go off the gold standard. Devaluation 
in Japan, in France, and to a large extent in the U.S.A., was also 
due to the same immediate factor. But it was the breaking away 
from gold in September 1931 that was the cause of our huge gold 
exports. For the depreciation of the rupee meant a premium 
on gold, and to avail themselves of the high world price of gold, 
many persons sent it abroad. If the exchange had been lowered 
to 16d., the price of gold would have been higher and the induce- 
ment to export greater. It is therefore wrong to attribute our 
gold exports to the “ high ” rate of exchange; nor is it right to 
say that gold was exported with a view to maintaining exchange, 
seeing that the export was done by private individuals in their 
own interests, and not by Government. 

In results, too, our gold exports have worked quite differently 
from the gold drain from currency reserves. Far from having 
brought about a reduction in the Government’s or the Reserve 
Bank’s sterling and gold holdings, they have added materially to 
them. Instead of causing a stringency in the money market, 
they have actually made a large expansion of currency possible. 
Nor have they imposed any strain on the public finances. On 
the other hand, they have been responsible more than anything 
else for making it perfectly smooth sailing for Government so far 
as their budgetary position is concerned, at a time when more 
powerful nations were floundering in the storm. The exports 
have also enabled the country in these difficult years to maintain 
its consumption of essential goods and to increase the productive 
power. For the imports that they have helped to finance consist 
largely of machinery and other production goods. 

The recent gold exports from this country, therefore, must be 
studied in their proper setting. From time immemorial India has 
been absorbing precious metals. The large trade that she had 
with Rome and other countries in bygone days was not a barter of 
goods for goods, but an exchange of goods for gold. Now and then 
gold did go out, but the usual movement has beeninward. From 
1900 to 1930, about 100 miilion fine ounces of gold found its way 
to this country. While in most countries the incoming gold goes 
into the vaults of the Central Bank, the great bulk of our gold 
stock is hoarded in houses and temples, or displayed as jewels and 
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ornaments. If therefore an analogy is sought for our exports of 
gold, it is to be found in the exports of the metal from mining 
countries like South Africa, rather than in outflows from currency 
reserves. It is well known that a rise in the value of gold extends 
the margin of profitable mining; more mines would be worked 
and existing ones exploited more intensively. Something like 
this happened when India opened its hoards in the latter half of 
1931. By March 1932 the price of gold rose by 25 per cent. and 
gold valued at Rs. 60 crores was exported. It is as if a new mine 
was opened in the country. Gold exports continued, and reached 
such large dimensions, because the price of the metal rose, tempt- 
ing new sellers to the market. It was like the rise in the value of 
gold extending the margin of profitable mining. 


4. InpIA’s MERCHANDISE BALANCES 


In these circumstances it is difficult to see how our gold exports 
constitute a case for a further devaluation of the rupee. But 
it is argued that these exports could have been utilised to create a 
strong reserve abroad as a set-off against our foreign obligations, 
rather than to fill the gap created by the reduction in the merchan- 
dise balances. The question whether a lower exchange rate in 
1931 would have supplied merchandise balances adequate for the 
discharge of our sterling dues therefore merits our serious con- 
sideration. In other words, how far was the 1s. 6d. rate responsible 
for the attenuation of these balances? It is true that the 
balances in our favour which stood at Rs. 60-8 crores in 1930-31 
fell to Rs. 34-2 crores in 1931-32, and to so low a figure as Rs. 3 
crores in 1932-33. There was a slight improvement afterwards, 
but both in 1933-34 and 1934-35 they remained much below the 
pre-depression level. But do these facts support the thesis that 
the rupee in these years was an over-valued currency ? 

Let it be noted that the depression through which we are 
passing has been unprecedented in its magnitude, and that its 
worst effects are in international trade. World trade in 1934 had 
fallen by 66 per cent. of its gold, or 45 per cent. of its sterling, 
value in 1929. In the third quarter of 1932 the quantum was as 
low as 68 per cent. of that in 1929. This is because most countries 
laid heavy burdens on external trade by means of exchange 
restrictions, quota arrangements, clearing agreements and other 
manifold devices. India’s trade could by no means escape the 
devastating effect of these measures: it has had to bear the full 
brunt of it. By the devaluation of the rupee in September 1931, 
we should have normally gained a large export advantage in the 
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markets of Germany, France, Italy, U.S.A. and other countries 
which remained on gold for some more years. Yet what really 
happened was that our export trade with them suffered a sharp 
decline. The following table makes the whole position clear :— 


India’s Trade with Certain Countries in the Years 1929-30 to 
1932-33. 











: | Percentage | | Import | Percenta 
Country. Year. ay sec | of total from of rere 
va ours exports. | (in crores) imports, 
1929-30 69-6 22-9 | 103-0 42-7 
Great Britain 1930-31 53-9 24-0 61-3 37:1 
1932-33 37-9 28-0 48-8 36-7 
1929-30 | 26-5 83 | 158 6-5 
Germany 1930-31 14-4 6-4 | 12-4 75 
1932-33 8-7 | 6-4 | 10-4 7-9 
1929-30 16-9 5:3 4:5 1-8 
France . 1930-31 11-2 5-0 2-9 1-7 
1932-33 8-1 6-0 | 2-0 15 
| 
1929-30 37-0 11-6 | 17-7 7:3 
US.A. . . | 4 1930-31 21:14 | 9-4 15-15 9-1 
| 1932-33 10-0 | 7-4 11-25 8:5 











The export trade to countries with which we had a fairly large 
depreciation advantage has not only not shown improvement, 
but has undergone a deterioration relatively to the trade with 
Britain over which we have had no such advantage. In 1927-28 
and 1928-29 we had a merchandise balance in our favour in the 
trade with Germany alone to the extent of about Rs. 17 crores in 
each year. In 1931-32 the active balance actually turned 
into a passive balance, which in 1934-35 amounted approxi- 
mately to Rs. 3 crores. The surplus balances with U.S.A. and 
France fared little better. Nor can these results be attributed 
to the Ottawa Agreement, as it came into operation only in Janu- 
ary 1933. This shows that the new trade policy adopted by many 
of these countries dominated international trade of the period 
almost to the exclusion of every other factor. This policy hit 
countries with active balances like India, more than those with 
passive balances. An “Inquiry into Clearing Agreements,” 
undertaken in 1935 by the Economic and Financial Organisation 
of the League of Nations, has shown that “‘ such agreements have 
stimulated exports from countries with active trade balances, 
and have therefore caused the balances of commodity trade to 
move in exactly the opposite direction from that which is desirable 
if normal trade relations are to be restored.” 1 
1 World Economic Survey (1934-35), pp. 183-4. 
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The strangling of triangular trade and the widespread ten- 
dency to bilateral bargaining in recent years, therefore, largely 
explain the severe reduction in the merchandise balances of 
India. Other things remaining the same, exchange depreciation 
serves as a bounty on exports, but other things seldom remain 
the same, and during the last five years it is clear that other things 
have had much more potency than devaluation. This, however, 
is not the whole story. Currency devaluation itself has been a 
most potent cause for the trade and exchange restrictions of the 
period. It is futile, then, to try to balance the beneficial effects of 
devaluation to exports on the one hand against the restrictive 
effects of trade and exchange restrictions on the other. The 
argument that the reduction in our merchandise balances was due 
to an “ over-valued ” rupee finds little support in actual facts. 
The period was one in which factors of unprecedented magnitude 
have been in operation. These factors were to a large extent the 
outcome of exchange depreciations resorted to by some countries. 
In these circumstances there is every reason to think that a 
lower rate of exchange would only have had the effect of intensify- 
ing trade and exchange restrictions against India, and would 
not have given us a larger merchandise balance. 


5. PERSISTENCE OF Low PRICES 


We may now see how far the low price-level in India can 
legitimately be attributed to the exchange. When the depression 
came, prices in all countries fell, agricultural countries being hit 
more than manufacturing countries. In the main an agricultural 
country, India shared in full this steep fall in prices. But while 
in the later stages of the depression recovery has taken place 
elsewhere, this country is lagging behind. The position is summed 
up below. 


Index Numbers of Prices in Different Countries, 1929-36. 
(Base 1929 = 100.) 





1930. | 1931. | 1932. | 1933. | 1934. | 1935. | 1936. 
UK. (Board of Trade) 87-5 | 76-8 | 74-9 15-0 | 





17-1 | 77-8 | 82-7 
69:3 | 78:7 | 84-0 | 84-8 
78-2 | 81-6 | 81-5 | 85-6 
81-6 | 80-8 | 84-4 | 89-9 
70-2 | 74:9 | 75-4 | 78-0 
63-1 | 64-5 | 64-5 


U.S.A 90-7 | 76-6 | 68-0 
Australia (Melbourne) 88-5 | 79-2 | 78-3 
Japan 82-4 | 69-6 | 73-3 





Canada ‘ 90-6 | 75-4 | 69-8 
India (Calcutta) - | 100 | 82-3 | 68-1 


64-5 











It is said that the persistence of low prices in India is due to 
the 1s. 6d. rate. The question to be considered is whether there 
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has been any deflationary policy in the country necessitated by 
the difficulties of maintaining the exchange at the statutory level. 
The answer to this question cannot admit of any doubt. It has 
been shown that there has hardly been a single occasion since 
September 1931 calling for Government interference to support 
the exchange. It might be repeated that no sale of sterling by 
the Government, or transference of funds from currency reserves 
in London to the Secretary of State against corresponding con- 
traction of currency in India for the purpose of helping the ex- 
change, has taken place in the period. On the other hand, there 
has been an expansion of currency, a strengthening of our reserves 
and all the benefits of a low bank rate. The rate both for short- 
term and long-term borrowings by the Government was brought 
down to record levels. From all this, it does not look as if a 
deflationary policy was in operation for propping up a “ high” 
exchange. It is true that the surplus balances after meeting the 
foreign dues have not been fully utilised for the purpose of ex- 
pansion of currency, but no one would imagine that this is an 
indication of measures having been resorted to for maintaining 
the exchange. 


6. AN OVER-VALUED RUPEE ? 


In these circumstances the claim that the low price-level in 
India points to an over-valuation of our currency has little justi- 
fication to support it. It cannot be proved that the low prices 
are due to the depressing effect of a high-valued rupee. The 
exchange could provide conditions of cheap money, but it is clearly 
beyond its province to see to it that the cheap money works on the 
price-levei. This is ™ore so when times, such as those we have 
been passing through, are replete with forces of great magnitude. 
The President of the United States was nearer the truth when he 
said “‘sound currency will accompany the rise of American 
commodity prices ” (italics are mine). It might safely be said 
that in countries where a rise in prices did take place, exchange 
depreciation played a relatively small part. An active public 
works programme, widespread methods of production control, 
financing budget deficits by extensive issue of bonds to be taken 
up by Central Banks and the piling up of huge armaments—these 
have been largely responsible in bringing about an upward trend 
in prices elsewhere. No one of these factors was actively in 
operation in India during this period. Perhaps the Government 
was ill-advised in its public works policy in particular ; for, while 
in most countries expenditure on public works was on the increase 
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during the depression years, such expenditure was cut to the bone 
in India." 

If the low price-level in this country is not due to a deflationary 
policy bequeathed by a high exchange rate, what is its significance 
from the point of view of the foreign exchange and trade position 
of the country? Prices remaining stationary here but rising 
elsewhere, and the foreign exchange being maintained at the 
same figure, would mean that the rupee is getting under-valued, 
assuming that the rupee was in equilibrium with other currencies 
before. The result of such an under-valuation of currency would 
be to bring about a burden on imports and a bounty on exports. 
A currency is said to be over-valued when it is given an external 
value which is in excess of its internal value ; but judged from the 
movements of our price-level in relation to the world price-level, 
this is certainly not happening to the Indian rupee. The im- 
perfections of the Purchasing-Power-Parity theory are so well 
known that any inference based on it cannot be conclusive. There 
are also serious difficulties in applying it to recent conditions, 
especially of India. The index numbers of Indian prices are 
notoriously unreliable. The period in question is one in which 
trade has been riddled with numerous restrictions like tariffs, 
quotas and exchange arrangements. The allowances to be made 
on this account are so large that the theory becomes of little 
practical value. Most difficult of all, perhaps, is the determination 
of the base period at which the rupee might safely be said to have 
been in equilivrium with sterling. 


7. CONCLUSION 


Thus an examination of the facts relating to the economic 
situation in India confirms the conclusion that the rupee was 
not over-valued during the period. Neither the persistent low 
prices nor the reduced merchandise balances, nor even the copious 
outflow of gold, points to a different conclusion. Low prices have 
been the bane of the country in these years, but enough evidence 
has been adduced to prove the innocence of the exchange rate in 
this matter. In the same way, it has been shown that there is 
little justification for blaming the exchange for the fall in our 
merchandise balances. Lastly, it is definitely wrong to set down 
our gold exports to a “ high ’’ exchange rate, seeing that the scaling 
down of that rate was responsible for these exports. The rupee 
is not the villain of the piece. We must seek elsewhere for the 


1 See my article on ‘‘ India in the World Depression” in the Economic 
JouRNAL, September 1935, p. 476. 
No. 190.—voL. XLVIII. 8 
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factors which have played that réle. Unless these latter factors 
are tackled, no satisfactory solution can be found for our ills, 
There has been for many years a tendency to attach undue im- 
portance to the exchange rate. This attitude is unfortunate in 
that it turns attention away from the fundamental problems, 
Maladjustments in the body politic cannot be set right by currency 
manipulation. The evils from which we suffer have their roots 
deep down in the system of production and distribution, and it is 
time we frankly recognised it. This is not to say that the position 
regarding exchange is free from all anxiety. There is nothing 
sacred about the ls. 6d. rate, or even the sterling link. On the 
other hand, when the uncertainty in the international situation 
clears up and currency settlements fake place, it will be time for 
India also to review her policy. The question of Indian mer- 
chandise balances is bound to loom large in the immediate future. 
So long as the present tendencies in the international trade persist, 
the comfortable balances of old are not likely to return. Nor is 
such a result facilitated by exchange depreciation. The separation 
of Burma has also added to these difficulties. The problem is 
therefore one of great complexity and must be tackled with care. 
PAREKUNNEL J. THOMAS, 
University of Madras. 
February 24, 1938. 
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SOME THEORETICO-TECHNICAL ASPECTS OF OFFICIAL 
FORWARD EXCHANGE OPERATIONS 


THERE can be no doubt that the possession of a knowledge 
of the theory of forward exchange is of great importance to those 
responsible for the official foreign exchange policy. Yet most of 
the Central Banks and Treasuries which at one time or another 
in the course of the last three decades adopted a definite forward 
exchange policy lacked the theoretical background needed for 
the appreciation of the broader implications of the line they chose 
to take. Their attitude towards forward exchange was charac- 
terised by a high degree of empiricism. They undertook forward 
exchange operations when they considered them useful for some 
immediate practical purpose; and even on the occasions when 
they were successful, as often as not they did the right thing for 
the wrong reason, stumbling on the correct solution by accident. 

This is what actually happened in the case of the forward 
exchange policy pursued by the Austro-Hungarian Bank in 1907. 
During November 1907 there was an outflow of short-term funds 
from Vienna, owing to the abnormal rise of interest rates, brought 
about by the international crisis in London, Berlin, New York 
and other centres. The Austro-Hungarian Bank was anxious 
to check this outflow, but was equally anxious to avoid raising 
the Bank rate to a sufficiently high level to offset the attraction 
of higher interest rates abroad. The international crisis had 
not materially affected internal economic conditions in the Dual 
Monarchy, which were not such as to necessitate or justify 
penalising trade by an abnormally high Bank rate. 

In order to check the outflow of funds, the Austro-Hungarian 
Bank resorted to the ingenious tactics of withholding from the 
market spot exchanges, while continuing to sell forward ex- 
changes freely. To understand the situation it is necessary to 
recall that throughout that period the Austro-Hungarian Bank 
occupied a practically monopolistic position in the Vienna foreign 
exchange market. Whenever there was one-sided buying or 
selling pressure on the krone, the Central Bank provided the 
counterpart. The market became used to looking to the Austro- 
Hungarian Bank as practically the only large source of supply 
of foreign exchanges, and practically the only large absorber of 
the surplus supply in the market. 
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In resorting to discrimination between buyers of spot ex. 
change and of forward exchange, the Austro-Hungarian Bank wags 
guided by the assumption that the abnormal demand for spot 
exchanges was due to interest arbitrage operations, while the 
object of the demand for forward exchanges was to cover legiti- 
mate commercial requirements. It was on the basis of this 
assumption that the Central Bank refused to allot spot exchanges, 
but continued to allot forward exchanges. Doubtless the 
assumption was substantially correct. Nevertheless, in itself the 
policy of discrimination would not have checked arbitrage 
operations. After all, there were no exchange restrictions in 
those days, and there was nothing to prevent Viennese bankers, 
and others desirous of transferring funds abroad, from selling 
Austrian kronen in London or Berlin if they were unable to buy 
sterling in Vienna. They could have found buyers—at a depre- 
ciated price. This was, in fact, done to some extent, and, asa 
result, the spot krone soon depreciated to what was regarded as 
being, if anything, a shade under its theoretical gold export 
point. 

Since there was no reason at that time to view the future of 
the krone with distrust, arbitrageurs became reluctant to take 
advantage of the high interest rates abroad without at the same 
time covering themselves against losses through an appreciation 
of the krone. Since, however, the Austro-Hungarian Bank, while 
reluctant to buy spot kronen, was buying forward kronen freely, 
the result was an appreciation of the forward krone far beyond 
its interest parities. The forward premium of about 3} per cent. 
per annum was more than sufficient to wipe out profits on in- 
terest arbitrage. Uncovered interest arbitrage thus became too 
risky, and covered interest arbitrage became unprofitable. Asa 
result, the outflow of funds from Vienna through arbitrage opera- 
tions came to an end. 

Contrary to the belief held at the time, the cessation of the 
outflow was not directly due to the discrimination by the Central 
Bank against those desirous of buying spot exchanges. It was 
not the refusal to sell spot exchanges, but the effect of this policy 
of discrimination on both spot rate and forward rate, that brought 
about the desired result in the way described above. This may 
appear obvious to us, but the Austrian financial authorities of 
those days were definitely under the impression that it was be- 
cause of the Austro-Hungarian Bank’s refusal to sell spot exchange 
to arbitrageurs that the latter were unable to transfer funds 
abroad. In 1910, in the course of a debate in the Austrian 
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Parliament, Dr. von Bilinski, who had been Governor of the 
Austro-Hungarian Bank in 1907, and who in the meantime had 
become Austrian Finance Minister, opposed the adoption of the 
gold standard on the ground that under the then existing system 
of inconvertible currency the Central Bank was able to check an 
unwanted outflow of funds by differentiating between those 
demanding foreign exchanges for commercial purposes and those 
who wanted them for arbitrage or speculation. This statement 
showed that the Austrian monetary authorities, advanced as 
they were in the technique of forward exchange for those days, 
did not adequately realise the principle of the working of the 
theory of interest parities. They were unaware that it was the 
deliberate over-valuation of the forward krone against its interest 
parities, coupled with a depreciation of the spot krone to export 
point, and not the discrimination against those who wanted 
foreign exchange for interest arbitrage, that checked the transfers 
abroad. 

During the pre-war years the monetary authorities had a 
legitimate excuse for being unacquainted with the theoretical 
aspects of forward exchange. After all, the events described 
above occurred some fifteen years before Mr. Keynes elaborated 
his interest parity theory. It would have been too much to 
expect practical bankers with no theoretical knowledge to 
realise the broad theoretical implications of their action. There 
are, however, many post-war examples which clearly indicate the 
lack of an adequate theoretico-technical knowledge by the 
authorities in their attitude towards forward exchange in recent 
years. Among them the instance of the National Bank of 
Belgium is well worth examining. 

The belga was subject to speculative attacks during the spring 
of 1938 as a result of the devaluation of the French franc. In 
face of the pressure on the forward belga, the National Bank 
adopted a rather curious attitude. It pursued tactics aiming at 
the widening of the discount on forward belgas by unofficially 
discouraging the buying of forward belgas by Belgian banks. 
This policy was presumably based on the assumption that if it 
became too expensive to sell belgas for forward delivery, 
speculators would stop selling. As a matter of fact, notwith- 
standing these tactics the selling pressure on the forward belga 
continued, as the widening of the forward discount failed to dis- 
courage speculators. It seems that the tactics pursued by the 
Belgian authorities were adopted without adequate investigation 
of the exact way in which speculative forward exchange operations 
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were liable to produce an unfavourable effect. The question 
which ought to have been subject to careful thought was whether 
it is the effect of the increase in the volume of forward selling 
which is harmful, or whether the damage is done by the 
widening of the discount brought about by that forward selling. 
The answer depends largely on the extent to which speculative 
forward operations are likely to increase the selling pressure on 
the spot rate. 

There are various ways in which speculative forward exchange 
operations are liable to affect the spot exchange. In the first 
place, they tend to increase the volume of spot sales as a result 
of the peculiar technique pursued by the foreign exchange 
market in its forward exchange operations. As is well known, 
the volume of forward “ outright’ operations in the market 
(i.e., forward operations unconnected with a simultaneous spot 
operation) is relatively moderate. When a speculator who has 
no direct access to the market sells forward belgas, his bankers, 
who have bought the belgas from him, cover themselves in the 
market immediately, not by selling the forward belgas, but by 
selling spot belgas. Subsequently, in the course of the next 
few hours, or possibly at a later date, the bank proceeds to 
“undo” the commitment thus assumed by buying spot belgas 
in the market against the sale of forward belgas through a 
combined “ swap ”’ transaction. Pending this second operation, 
the only effect produced by the original speculative forward sale 
of the belga by the bank’s client is a selling pressure on the 
spot rate through a sale of spot belgas in the market by his bank. 

When the bank sooner or later proceeds to “‘ undo ”’ its com- 
mitment by buying spot belgas against the sale of forward 
belgas, it tends to cause the forward discount to widen. As a 
result, the counterpart will be forthcoming through an interest 
arbitrage transaction on the part of somebody in possession of 
liquid belgas, who wishes to take advantage of the high yield 
on such swap transactions.1_ This arbitrage transaction tends to 
perpetuate the effect of the original sale of spot belgas under- 
taken by the bank as a provisional covering against the purchase 
of forward belgas from its client. 

Thus the direct effect of a very large part of speculative for- 
ward selling is a selling pressure on the spot rate which, unless 

1 The counterpart may, of course, be forthcoming also through speculative 
buying or the covering of short positions, stimulated by the wide discount. 
For the sake of simplifying the argument, however, we need only concern our- 


selves with the net speculative selling at any given moment—that is, the excess 
of speculative selling over speculative buying and covering. 
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offset by official support involving the loss of gold or exchange, 
leads to a depreciation of the spot exchange. The question is 
whether this direct effect is strengthened or weakened by an 
artificial widening of the forward rate. In the absence of official 
interference, the forward rate tends to widen until it reaches the 
level at which sufficient arbitrage funds are forthcoming to pro- 
vide the counterpart for the speculative selling. If the forward 
discount widens as a result of the reluctance of the arbitrageurs 
to operate owing to the attitude of the authorities, this admittedly 
may discourage speculative selling, and to that extent the direct 
pressure on the spot exchange due to speculative forward selling 
declines. This does not, however, mean that the net result of the 
official tactics aiming at the widening of the forward discount 
is a decline in the total pressure on the spot exchange. While the 
direct pressure due to the covering of forward transactions by 
means of spot transactions may decline, the indirect pressure due 
to the widening of the forward discount may more than offset 
this contraction of the direct pressure. 

The widening of the forward discount may lead to an increase 
of the pressure on the spot exchange in the following ways :— 

1. Speculators, merchants and owners of belga assets de- 
sirous of hedging will endeavour as far as possible to borrow 
belgas and sell spot belgas in preference to selling forward 
belgas at a high cost. 

2. Foreign importers of Belgian goods who could afford to pay 
cash prefer to buy on a credit basis in order to be able to buy for- 
ward belgas instead of spot belgas. If the goods are invoiced in 
foreign currencies, then it is the Belgian exporter who prefers to 
sell on a credit basis in order to secure the benefit of the premium 
on the forward currencies. 

3. Foreign owners of assets in Belgium, finding the cost of 
hedging excessive and finding it difficult to borrow in order to sell 
spot belgas instead of forward belgas, may decide to sell out their 
assets, and this leads to sales of spot belgas. On the other hand, 
in many cases the assets are unsaleable, in which case the wide 
discount may reduce the extent of hedging. 

4. The widening of the forward discount for short periods 
tends to encourage the practice of speculative selling of spot 
exchange as an alternative to forward exchange. This practice is 
facilitated by the usage prevailing in most foreign exchange 
markets by which spot exchanges need not be delivered until 
two clear days after the conclusion of the deal. Since it is possible 
to cover the spot exchange sold in the course of the next two days, 
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the system provides a means of contracting and carrying forward 
short positions without resorting to either forward operations 
or borrowing. 

5. The psychological effect of the widening of the forward 
discount is also liable to influence the spot rate. It induces 
dealers to mark down spot rates, and stimulates a genuine 
flight of capital. 

It is necessary to emphasise that in all these instances it is 
not the increase in the volume of selling pressure on the forward 
exchange, but the widening of the forward discount, that tends 
indirectly to increase the selling pressure on the spot exchange. 
Allowing for all these factors, it seems safe to conclude that in the 
majority of cases the extent of the increase of the selling pressure 
on the spot exchange due to the above factors more than offsets 
the contraction of the selling pressure on the spot exchange due to 
a contraction of speculative forward selling brought about by the 
wider discount. 

Once we realise that it is not the increase in the volume of 
forward selling, but the widening of the forward discount, that 
is likely to produce a harmful effect, it becomes evident that 
the National Bank of Belgium pursued a wrong policy in May 
1938. The Belgian authorities do not appear to have realised 
that in trying to discourage speculation against the belga by 
causing the forward discount to widen they were jumping out of 
the frying-pan into the fire. 

Assuming that this conclusion is correct, and that the de- 
liberate widening of the discount on the forward exchange is 
disadvantageous, it seems equally correct to assume that the right 
forward exchange policy should pursue the opposite aim. Its 
object should be a contraction of the forward discount as a means 
of defending the national currency against speculative attack. 
It is true that as a result of the contraction of the forward discount 
the volume of speculative forward selling is likely to increase 
considerably. Nevertheless, the selling pressure on the spot 
exchange is likely to be kept down by the method suggested. In 

order to cause a contraction of the forward discount, or at any 
rate to keep it down artificially, the monetary authorities should 
undertake forward outright transactions, buying the national cur- 
rency for forward delivery. In doing so they provide a counter- 
part to the speculative selling transactions, and thus neutralise 
the selling pressure on the spot exchange. While the total 
volume of speculative forward selling would thus increase con- 
siderably, it would fail to produce any direct effect on the spot 
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rate; and since speculative selling produces its indirect effect on 
the spot rate not through its large volume but by bringing about 
a widening of the forward discount, the prevention of such a 
widening of the discount would safeguard the spot exchange also 
from the indirect effect of a speculative attack. 

Needless to say, it would be a fatal mistake to resort to such 
tactics in face of a fundamental disequilibrium. When, however, 
the monetary authorities have to defend their exchanges against 
a sweeping speculative attack which has no justification in the 
fundamental situation, then they are quite safe in pursuing a 
course which involves heavy forward commitments. The 
speculators who sell large amounts of national currency which 
they do not possess will sooner or later have to acquire that 
currency; and in doing so they will enable the monetary author- 
ities to meet their forward commitments. It is perfectly safe for 
the Central Bank of a country whose position is inherently sound 
to assume forward commitments amounting to several times its 
gold reserve, provided that it intends to maintain the exchange 
at the existing level. 

It may be objected that when the situation is sound there is no 
need for the authorities to go out of their way to defend the 
exchange by artificial means, since speculative attack against a 
a sound currency is bound to collapse sooner or later. In reality, 
if speculative forward selling is undertaken on a sufficiently large 
scale and with sufficient persistence, it may easily undermine the 
stability of a sound currency through the direct effect of forward 
selling on the spot market and the manifold indirect effects of 
the widening of the forward discount. A speculative campaign 
which is originally entirely unjustified may thus create its own 
justification. Hence the necessity for the monetary authorities 
to keep a watchful eye on the forward exchange market and to 
intervene in the right way. 

Pau. Erzie 














REVIEWS 


An Economic History of Modern Britain, Vol. III. Machines 
and National Rivalries (1887-1914) with an Epilogue 
(1914-1929). By J. H. Cxapuam, Litt.D., F.B.A. (Cam- 
bridge University Press. 1938. Pp. xiv + 577. 25s.) 

Ir falls to few men to bring to completion, according to its 
original plan, a project so wide as An Economic History of 
Modern Britain. Professor Clapham praises God; the first duty 
of his reviewer is to congratulate Professor Clapham and his 
readers. It is not only that the project has been completed; it 
is all of a piece, with a uniform texture and the same balance 
and proportion throughout between the different elements, 
The treatment may not seem so fresh in the latest as in the 
earlier volumes, because the subject-matter is more recent and 
familiar; but the value of an independent historical treatment 
of events and developments with which we think ourselves 
familiar is certainly not less than the more picturesque 
presentation of the less familiar. The same methods are applied 
to our own as to our grandfathers’ time—contemporary 
descriptions are checked by available statistics; the influence of 
legislation, personalities, and technical developments all assigned 
their due influence; the impalpable nexus of relationships that 
constitute the business-world is given form and its development 
revealed. Professor Clapham’s interests are not everyone's 
interests; but those who want to know not what would happen 
but what did happen, what process or material accounts for a 
particular industry in a particular place, how people lived and 
why they did not feel better off than they did, will find in his 
latest volume a meal—a diet rather—as satisfactory as in the 
two that preceded it. 

In a narrative so detailed (and full of argument) most readers 
will find points at which they would have put the emphasis 
differently or varied the explanation of events; but in its broad 
lines the story will command assent. There is not room here for 
comment on more than two or three of the questions raised. To 
the present reviewer too much weight seems to be given to ihe 
view that there was a sort of “‘ stagnation ’’ in British economy 
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in the first decade of the century. Some of the evidence, the 
turning of the barter terms of trade against this country and 
the check to the rise in real wage-rates, is unconvincing, since 
these changes were associated with a fuller employment of the 
country’s resources after the commercial stagnation of the 
‘eighties and ‘nineties which must have increased total real 
income. Nor is the evidence of increasing cost in raising coal 
(to be expected in a mature extractive industry) and backward- 
ness in steel production decisive in a decade in which our exports 
of coal and steel manufactures expanded as they did. What is 
striking is the rate of growth of the industries which this country 
pioneered—coal, textiles, steel-shipbuilding, engineering—in the 
twenty years before the war. An equal development in the 
newer industries was hardly possible, though Professor Clapham 
shows how readily these were adopted or adapted from American 
and German pioneers. Hardly enough weight is given to the 
handicap of dear electricity, due to the obstructive “ rights ” of 
Local Authorities. Parliament does not seem to have shown 
much insight into technical requirements in tying in electricity 
supply with areas so inadequate as those of Local Sanitary 
Authorities, any more than in its handling of railway rates, or 
the new telephone industry. It was surely the legal factor 
again, the difference in the law governing restrictive agreements, 
that explains the different development of price and output 
associations in Germany and the United Kingdom. 

Having completed his task and brought his story down to 
1914, Professor Clapham allows himself in an epilogue to look 
forward another fifteen years, and to review some of the changes 
that have taken place. He concludes that “all the chief 
commercial and industrial expansions or contractions were 
predictable and would probably have occurred . . . had there 
never been a war. . . it is the predictable, the continuous, in 
the broad outer movements of British economic life . . . after 
the great upheaval ... which will probably most impress 
historians.” This generalisation might be extended ; for example, 
all the significant social legislation of the post-war period— 
provision for invalidity by pensions, insurance against sickness 
and unemployment, legal regulation of wages, and the financing 
of social reform by progressive direct taxation—was a mere 
extension of innovations made in the pre-war decade. Yet 1914 
ended an epoch. Till then British industry and finance based 
themselves on a world economy becoming more and more of a 
unity; they can do so no longer. Our most important com- 
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parative advantages were the possession of coal and a unique 
geographical position; neither carries with it now the technical 
and commercial advantages it did then. Our economy was a 
liberal one in the Continental sense of the word; it becomes 
progressively more authoritarian. Professor Clapham’s work 
might almost have adopted the title which Mr. Fisher gave to 
the third volume of his History of Europe—The Liberal Experi- 
ment. Should he ever carry out the survey hinted at in the 
Preface, and give us a picture of the country to-day for 
comparison with the picture he gave us of Britain in 1820, he 
would discover the external and visible signs of this revolution 
in the shift of industry from the coalfields to the centre of 
national government and in the decline of the centres which 
had staked their future on the growth of a world economy. 
HENRY Chay 


London. 


The Folklore of Capitalism. By THURMAN W. ARNOLD. (New 
Haven: Yale University Press. 1937. Pp. vii + 400. 
$3.00. London: Oxford University Press. 14s.) 

The Stock Market from the Viewpoint of a Commerical Banker. 
By Wryturop W. Atpricu. (Rochester, New York. 1937, 
Pp. 32.) 

Securities and Exchange Commission, Washington, U.S.A. 

Annual Reports. (Fiscal Years ending June 30th, 1935, and 
1936. Pp. 91 and 144.) 

Reports on: 
1. The Government of Securities Exchanges, (January 


1935, pp. 34.) 

2. Trading in Unlisted Securities upon Exchanges, (Janu- 
ary 1936, pp. 50.) 

3. The Feasibility and Advisability of the complete 
Segregation of the Functions of Dealer and Broker, (June 1936, 
pp. 186.) 

4. The Study and Investigation of the Work, Activities, 
Personnel and Functions of Protective and Reorganisation 
Committees, (Parts I—VI, April 1936—June 1937, pp. 
915 + 605 + 261 + 125 + 833 + 227.) 


THE publications listed above belong both to the political and 
economic history of the United States. Mr. Arnold has been a 
politician in Wyoming, wrote The Folklore of Capitalism when a 
professor at the Yale School of Law, and has recently been ap- 
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= pointed Assistant Attorney-General of the United States. Mr. 
al Aldrich is chairman of the Chase National Bank and an articulate 
. leader of the moderate Conservatives. The reports of the 
r Securities and Exchange Commission are the results of fact- 
rk finding investigations by an administrative agency set up in the 
" early days of the New Deal in an atmosphere of heated con- 
" troversy; able management has made its continued survival 
“ certain, but the extent of its powers may again become a live 
” political issue. 

” If that were all, these volumes might interest only the econo- 
mist specialising in contemporary American history. The Folklore 
f of Capitalism, however (Mr. Arnold is not a Socialist, but a New 
h Dealer), is the most stimulating and entertaining book I have 


read for some years, and a dominant line in the pattern of its 
thought is a slashing attack on the technique of academic econo- 
mists. It may have a considerable influence on popular thinking, 
for within four months of publication 20,000 copies had been 
j sold in the United States. 

The following quotations define his attitude : 


“ By The Folklore of Capitalism I mean those ideas about 
social organisation which are not regarded as folklore but 
accepted as fundamental principles of }Jaw and economics ”’ 
(Preface). 

“This chapter will therefore be based on the assumption 
that social creeds, law, economics, and so on have no meaning 
whatever 1 apart from the organisation to which they are 
attached ”’ (p. 23). 

“‘ Guesses about the future power of any human organisa- 
tion or about the future activities of any culture must take 
as fundamental factors an estimate of the morale and habits 
and disciplines of groups and also the quality of their leader- 
ship. The peculiar folklore of lawyers and economists 
considered these factors the business of someone else. They 
were thought of not as part of law and economics but as 
confusing elements which marred the clean outline of those 
sciences. Therefore, such factors were put into separate 
compartments of learning such as psychology or sociology 
where they did not interfere with more orderly learning ”’ 
(pp. 130-1). 

“In writing about! social institutions the observer 
should never define anything. He should try to choose words 
and illustrations which will arouse the proper mental associa- 
tions with his readers. If he doesn’t succeed with these, he 
should try others. If he ever is led into an attempt at 
definition, he is lost ” (pp. 182-3). 


1 Italics Mr. Arnold’s, 
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Mr. Arnold is clearly an uncompromising institutionalist; he 
likes to think in terms of the power and morale of organisations 
even though they are incapable of being precisely measured. 
His economic analysis derives directly from ‘ The Modern Corpor- 
ation and Private Property,’1 where we find such chapter headings 
as ‘“‘ The Concentration of Economic Power,”’ ‘‘ The Evolution of 
Control” and “The Divergence of Interest between Ownership 
and Control. Compare the titles of Parts I and II of the 
S.E.C. Report on Protective and Re-organisation Committees : 
“Strategy and Techniques of Protective and Re-organisation 
Committees ” and ‘“‘ Committees and Conflicts of Interest.” It 
seems as though the key concepts of the new economics are to 
be such words as power, control, interests, strategy and morale. 
This is the language of battle. Can it be sufficiently precise to 
serve as a means of scientific communication ? 

Mr. Arnold is fully aware of the problem. He feels himself 

“‘ confronted with the same difficulty the anthropologist 
would face if he had to write his observations in the language 
of the tribe he was observing ”’ (p. 165), 

and writes bluntly that 
“the objective observer who attempted to describe what 
organisations were actually doing found it almost impossible 
to communicate his idea because there was no accepted 
terminology which could be used to describe the activities 
of an industrial or financial organisation ”’ (p. 127). 

He is clear, however, that the traditional language of economics 

is worse than useless because it is misleading. 

“Tt is obvious to-day that private property has dis- 
appeared.... The standards of wealth are simply current 
expectations of how the individual stands with the rulers of 
industrial baronies coupled with a guess as to the strength 
of these principalities ’’ (pp. 121-2). 

On the 8.E.C. Report on Protective and Re-organisation 
Committees he writes : 

“The Straus financing was not an isolated instance. In 
every field of industrial activity great organisations had 
built themselves into similar positions of power. They had 
done so under a mythology of private property which pre- 
vented those who were exploited from observing what was 
going on. The public saw the whole series of events as a 
series of horse trades by independent individuals. This 
mythology had become so completely misleading that men 


1 By A. A. Berle and G. C. Means. This book has become the Bible of the 
New Deal. It was reviewed by Professor Sargant Florence in the Economi¢ 
JOURNAL of September 1935, 
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could not diagnose what was wrong when these corporate 
principalities failed to function, or why they injured so many 
people. The remedies proposed on the assumption that the 
corporations were individuals working for profit came out 
wrong, because the corporations were not individuals. It 
was as if men assumed that an automobile was a horse and 
tried to run it on hay.... Had there been a realisation 
that these organisations were not dealing with private pro- 
perty, it would have been obvious that the remedy lay in 
giving the control to men with a different sense of responsi- 
bility.” 


Men had risen to power who 


“operated within a folklore which regarded the trading 
instinct as the salvation of the country. Traders are neces- 
sarily ruthless men. The ethics of trading is a series of 
ethical contradictions ”’ (pp. 126-7). 


Compare the 8.E.C. Report : 


“Tt is our conclusion that control and domination of 
re-organisations should be denied to those whose sole claim 
to power is derived from their position in the management 
of the debtor or from their investment banking associations 
with it. This is made insistent by reason of the fact, which 
our reports amply demonstrate, that the objectives of those 
inside groups are too commonly incompatible with the 
objectives of the real owners of the enterprise undergoing 
re-organisation.... It seems clear that the reconstituted 
re-organisation system should entail a basic and fundamental 
change in the present system ” (Part II, pp. 532-3). 


A reader might find Mr. Arnold’s picture of high finance 
alive and colourful, but somewhat shocking. He would be 
confirmed in this impression by the S.E.C. Reports. In this 
country the ethics of the trader have never dominated so com- 
pletely those of the professions and the country gentleman, the 
concentration of economic power has not been so fully developed, 
and the concept of corporate powers as powers in trust has been 
less of a legal fiction and more of an economic reality. The 
differences, however, are only of degree. But if a system in 
which huge economic powers are given to men imbued with the 
ethics of trading does not work satisfactorily, what is the remedy ? 

Mr. Arnold has no doubt. It lies in giving the control to men 
with a different sense of responsibility, most probably to govern- 
ment officials. This is not the answer which reformers would 
have given a generation ago. They recommended, as Mr. Justice 
Brandeis still recommends, that the great organisations which 
made possible the concentration of economic power should be 
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broken up. Anti-trust legislation was passed, but it has proved 
ineffective. The technical advantages of large-scale production 
were too great. It is the change from the methods of Brandeis 
to those of Arnold and Berle which gives the clue to the political 
struggle in the United States. The New Deal is trying to take 
away from the traders who control the two hundred largest cor- 
porations much of their power, and to give it to government 
officials. 

Naturally this attempt is resented and opposed by those whose 
powers are threatened. Mr. Aldrich’s pamphlet illustrates their 
attitude, and in fact is much more valuable as a picture of the 
viewpoint of a commercial banker than as a description of the 
actual operations of the stock market. It is clearly written, 
moderate in tone, and may prove to have been effective propa- 
ganda; but it misses the main point. Mr. Aldrich is concerned 
to show that almost all traders are honest, and that therefore the 
need for control is small, but the contention of the New Dealers 
is that great economic powers cannot safely be entrusted to 
traders, however honest they may be. Some of the traders who 
were examined by the S.E.C. were less scrupulous than their 
rivals, but practically without exception they were careful not to 
break the law or to step outside the ethical limits set by trading 
convention. Scandal resulted inevitably because e nomic 
power was exercised by men who had only a trader’s sense of 
responsibility. 

In this country we have become accustomed to the exercise 
of considerable powers by government officials, and few people 
are worried by the thought that these powers may be gradually 
extended. Mr. Arnold complains, however, that in the U.S.A. 
the folklore of legal and economic literature has made needed 
reform extremely difficult by creating a romantic atmosphere in 
which the economic scene is pictured as a series of horse trades 
between freely competing individuals, and in which any extension 
of governmental power is thought certain to lead, in the long run, 
to bureaucracy, Communism, Fascism and the destruction of the 
home. Mr. Arnold’s quarrel is not necessarily with the thinking 
of contemporary economists, but with the ideas which traditional 
economics has caused to be generally accepted as the fundamental 
principles of a science. He makes one point which is valid and 
important. Governments operate under a book-keeping conven- 
tion which, applied to a corporation, would allow it to show each 
year its liabilities as now, but on the assets side only changes 
in its cash position. The result is that, when the functions of 
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Government are expanding, it is almost inevitable that the 
Government should seem to be in ever-increasing danger of 
bankruptcy, for its budget will always be unbalanced. Mr. 
Arnold writes : 
* All ‘ balancing the budget’ can ever mean is that an 
institution has achieved public acceptance of its objectives. 
If it has, there will never be any difficulty about balancing 
its budget ” (p. 342). 
Popular beliefs have made lopsided accounting plausible, and the 
accounting has reinforced the beliefs; people do think about the 
operations and finance of governments in a way which is neither 
realistic nor helpful, and economists must shoulder some of the 
blame. 

The difficulties caused by these habits of thought may be 
illustrated from the experience of the 8.E.C., whose activities 
have been hampered by the belief that government action is only 
legitimate when it can be shown, either that it is impossible for 
individuals to perform the same function, or that individuals have 
acted wrongly and deserve punishment, whether because they have 
broken the law or flouted an accepted ethical code. The reports 
of the Commission are a continuous record of occasions when 
the exercise of economic power by insiders had enabled them 
to profit at the expense of the private investor. Some of the re- 
commendations concern the routine working of the Stock Ex- 
changes, and it is not possible by a priori argument to decide 
whether they are sound. The only way to find out is to test them 
in practice and see whether they win public acceptance and the 
favour of the dealers whose habits they touch most closely. It 
will not be disputed that the working of the stock markets before 
1933 failed to pass this test, for Wall Street had once again become 
very unpopular. But it has been possible to obstruct reform 
because it could often be shown that the insiders had acted in 
good faith, or that the regulations were of a kind which the Stock 
Exchange could itself easily have drafted and enforced had they 
been considered wise. It seldom occurred to people that this 
sort of regulation would never be spontaneously adopted by the 
men who ran the Stock Exchanges, because for its adoption a 
different sense of responsibility was required. 

Conclusions about the routine of administration need to be 
tested in practice rather than to receive theoretical analysis 
from economists. The work of the S.E.C., however, necessarily 
makes it concerned with a larger topic—namely, the desirability 
of speculation and possible methods of control. In its report on 
No. 190.—von. XLVI. T 
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segregation the Commission comments favourably on the pioneer 
work of Mr. Berle and Miss Pederson, and questions whether 
liquidity is really increased in a market broadened by speculative 
activity. This scepticism is vigorously attacked by Mr. Aldrich, 
but it is difficult to agree with him that the great majority of 
economists believe speculation to be, on balance, beneficial. Any 
confident opinion must await the publication of such evidence 
as the S.E.C. can collect of its effects in practice. While we wait, 
economists might try to tidy up the language, for many will be 
surprised to learn that Mr. Berle plausibly distinguishes “ liquid- 
ity’ from “ marketability’ and Mr. Aldrich “ speculation” 
from ‘‘ gambling.” ‘‘ Liquidity ” is likely to become another of 
the key concepts of the new economics, and to attempt to describe 
the American scene without mentioning speculation (or gambling) 
is like trying to stage a melodrama without the villain. But 
no economist has written a satisfactory analysis of the effects 
of speculation or the nature of liquidity. 

It is important to realise that these books not only illuminate 
the political struggle in the U.S.A., but are also in some degree 
shaped by it. The 8.E.C. is occupied with proving the need for 
its own existence, as well as with drawing up administrative 
regulations; it has not yet been settled within what limits its 
decisions shall have the force of law and where Congressional 
legislation is required. In the future, if the 8.E.C. has to in- 
vestigate similar scandals, the facts may get no nearer the public 
than inter-office memoranda; meanwhile the financial historian 
should welcome valuable material. Mr. Aldrich’s pamphlet is a 
curious mixture of Republican propaganda and informed criticism 
of technical regulations. Mr. Arnold, too, is not solely con- 
cerned to expound the truth as he sees it: he aims also to break 
the morale of his opponents by ridiculing their political philosophy, 
and his constructive suggestions have at times a lack of concrete- 
ness which admirably illustrates the unwillingness of the pro- 
fessional politician to expose himself to attack. There can be no 
doubt, however, of the quality and importance of his book. 

The theoretical structure of economic analysis has been 
largely built against a background of competition, equal if not 
perfect, between individuals who own property, striving to 
maximise their money profits. Such books as these force one 
to ask whether a more realistic picture cannot be painted in 
terms of the development of organisations, their struggles for 


1 Liquid Claims and National Wealth. Reviewed by Professor Sargant 
Florence with The Modern Corporation and Private Property. 
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power, and the competition between individuals for the strategic 
positions which carry control over organisations. Interests, 
organisations, morale, power, control and responsibility would be 
among the chief operative concepts of such an analysis, and they 
are not qualities which can be precisely measured. It follows 
that the new approach cannot hope to rival the old in laying out 
a blueprint of the economic conjuncture ; it would resemble rather 
an impressionist painting. But to reduce the social scene to the 
elements which can be represented by a blue-print is too often 
to throw out the baby with the bath-water. The development 
of an economic analysis of this character will demand mastery 
not of a single, but of varied techniques. 

Edinburgh. C. H. P. Girrorp 


Studies in the Theory of Economic Expansion. By Erik 
LunDBERG. (London: P. 8. King. 1937. Pp. x + 265. 
10s.) 


Dr. LuNnpDBERG’s substantive contribution to economic 
thought occupies the last eighty pages of this work. Much of 
the methodology of the earlier portions might have been omitted 
with advantage, while his learned commentary on the work of 
other economists would be more valuable if it were made clearer 
in each passage whether the author is putting forward the views 
of others or of himself, and if of others whether he finds himself 
in agreement or in disagreement. His object is to lead up to 
the method of dealing with the “‘ Model Sequences” to which 
the latter portion of the book is devoted. The thought now 
becomes strenuous, and is largely mathematical in character. 
The reader will find himself advancing less rapidly, but the 
successful negotiation of each step will serve to accentuate the 
thrill of anticipation with which he approaches the next. The 
difficulty of the treatment is inherent in the difficulty of the 
subject—how to deal with the various time-lags to which the 
movement of the economic system from one position of 
equilibrium (if any) to another is subject. The method adopted 
is that of the ‘“ unit-period ” (or “ day,” as it is often called). 
Inside any one unit-period everything is regarded as constant, 
being determined by the conditions prevalent in the preceding 
unit-period. The Model Sequences are elaborated by working 
on from one unit-period to the next. 

The trouble, of course, is that there is more than one time- 
lag with which economists have to reckon. Among those to 
which Dr. Lundberg makes reference in working out his sequences 
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in Chapter IX, and which are intended to be dealt with by the 
“ unit-period ” there employed, are the following: between a 
change in demand and the consequent change in output, (i) for 
consumption-goods, (ii) for capital-goods, (a) making no allow- 
ance for any lag of expectation behind fact (in which case the 
time-lag is equal to the period of production), (6) making such 
an allowance; between the construction of a capital-good and 
its use; between a change in the rate of interest and its effect 
on construction plans; between the construction of a capital- 
good and the issue of bonds to pay for it; between the receipt 
of certain kinds of income and decisions concerning expenditure. 
The same unit-period has to serve to cover everything, and we 
are not told how to proceed if in practice these and other time-lags 
should differ from one another in magnitude. This must be 
regarded as a serious obstacle to the further application of these 
methods. Dr. Lundberg’s intellectual achievement is a great 
one, but the cases that he deals with are greatly simplified in 
character, and even then it is only an unusually high level of 
mental vigour and courage that carries him through. About 
the importance of his results he is extremely modest. His 
theories are to “be regarded only as attempts to advance one 
step further than the more formal presentation of the problem 
by Wicksell and Keynes.” The assumptions may be abstract, 
but ‘the fact should be taken into account that we have not 
directly aimed at explaining the actual course of events in a 
business cycle. The problems raised are primarily methodo- 
logical.” 

There is one time-lag with which Dr. Lundberg will have 
little to do—that of which the inverse is the velocity of 
circulation of money. This is interesting, for it is the period of 
circulation of money which is mainly in the minds of most of 
those who delight to work in terms of “‘ days.’”’ Dr. Lundberg’s 
view is sufficiently clear: “ Income recipients may be assumed 
to react to changes in income with a time-lag which remains 
wholly independent of the interval between income payments ” 
(p. 130). The inequality of saving and investment, which plays 
an important part in this scheme of ideas, is bound up with 
some such time-lag, but with precisely which one Dr. Lundberg 
makes far from clear. In the earlier section of his book he 
arrives at a discrepancy between saving and investment by 
omitting “‘ unanticipated profits’ from income (p. 38), but in 
the later stages his treatment is somewhat different: it is now 
a question of “the difference between entrepreneurs’ receipts 
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during the previous period and payments of costs during the 
current period ”’ (p. 222). 

Dr. Lundberg is one of those who believe that our view of 
the nature of causation can be altered if we are prepared to alter 
our definitions. Like many others, he is unhappy about Mr. 
Keynes’ adoption of the every-day meaning of “ savings,” which 
thus “play no independent rédle in Keynes’ system, and are 
always a mere ‘residual’ of the production operations and the 
consumption expenditures ” (p. 37). “‘ Keynes’ older version of 
his theory . . . can in a way explain ”’ a particular phenomenon, 
but after the change in his definitions “‘ no explanation . . . can 
then be offered” (p. 213). Dr. Lundberg would restore to the 
will to save a determining influence on the rate of interest. So 
long as the rate of interest is above the point (‘‘ say 3 per cent.”’) 
at which ‘“‘ people use part of their savings to increase their cash 
holdings and bank deposits,”’ it is determined by the intersection 
of a supply curve of saving and a demand curve for saving. 
Below that point it is necessary to consider “ ‘ hoarding’ as an 
alternative possibility of using non-consumed income ”’ (p. 42), 
and part of the savings become inactive. Comment would be 
dangerous, but it is unfortunate that the author should suppose 
that Mr. Keynes’ curve of liquidity preference relates the rate 
of interest to the rate at which savers accumulate cash. The 
view taken in the latter portion of the book is perhaps somewhat 
different. “The flow of voluntary savings may be replenished 
by ‘forced savings’ from the banks thus keeping the long-term 
interest lower than it otherwise would be,” while “‘ other forces, 
to a large extent of a speculative nature, may independently 
influence the long-term rate of interest and have little to do with 
the real supply of savings ” (p. 225). 

Dr. Lundberg is anxious to demonstrate that saving plays a 
part in determining the rate of interest, but he confines his 
discussions of this point to a period of change, during which, by 
suitable manipulation of the definitions, saving and investment 
can be kept unequal. He throws no light on the simpler question 
how, in his opinion, the rate of interest is determined at a time 
when to-day’s income is equal to yesterday’s. This is one aspect 
of a very grave difficulty with which the reader of this book is 
faced: the lack of any clear account of the fundamentals on 
which the author is basing his treatment, a constant exhortation 
to run before the reader is sure that he remembers how to walk. 
The author is at his best when gallantly leading his troops into 
no-man’s land. His attitude towards the problems which face 
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the Higher Command is less satisfactory, partly, perhaps, as a 
result of undue respect for the decisions emanating from General 
Headquarters. 

It may be that the problems presented by economic change 
will receive a satisfactory solution only at the hands of the expert 
mathematical analyst, employing the method of continuous 
variation. About this the future must be left to decide. 
Meanwhile the method of the unit-period has to be tried out, 
before its value can be estimated. This Dr. Lundberg is doing, 
and his pioneer work must inevitably play an important part in 
determining the further development of this branch of the 


subject. 
R. F. Kany 


King’s College, 
Cambridge. 


An Econometric Approach to Business Cycle Problems. By J. 
TINBERGEN. (Impasses économiques: exposés publiés sous 
la direction de Robert Gibrat. Paris: Hermann. 1937. 
Pp. 73. 18 fr.) 


In this expository essay Dr. Tinbergen presents in English 
an example of the “‘ macrodynamic ”’ method of studying trade 
fluctuations. The essentials of the method may best be suggested 
by an example. Suppose that in a certain country statistical 
studies show the following relations to obtain through a given 
period: the change in total Income, Y, between one time-unit 
(say year) and the next is five times the corresponding change in 
Investment, J; and the Investment of a given year depends on 
the antecedent course of Consumption, C, in such a way that it 
amounts to £Mn. 200 plus one-fifth of the excess of Consumption in 
the first preceding year over that of the third preceding year. 


I.—L,y=02%,—-%4) . . - 
I, = 200 +- 0-9(C,..—C,.2) - .-. @& 

Further, we have by definition : 
r,.2O,4+8, .... + & 


Suppose now that the economy has been running steadily at these 
figures : 


I C Y 
200 1300 1500 


So long as it is governed exclusively by the relations expressed in 
the equations, it will continue to repeat the same figures year by 
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year; but now in a given year some impulse from without causes 
Investment to be not 200 but 230. By (1), the concomitant rise 
in Income will be five times 30, or 150, giving an Income of 1650. 
By di.erence, from (3), Consumption will be 1420. 


t I Cc Y 
—1 200 1300 1500 
0 200 1300 1500 
1 (230) 1420 1650 


Then in the next year (¢ = 2), by (2) we shall have Investment — 
224; from this, by (1), we get Income = 1620; then, by (3), 
Consumption = 1396. So we can go on, tracing out cyclical 
fluctuations with a period of eight years and an increasing ampli- 
tude, in which the rising and the falling phases and the changes 
of direction at peak and trough all arise out of the structure of 
the system, without the intervention of any extraneous factor. 
Thus, working to the nearest integer, we get the following 
approximate values for total Income : 


t = t . t Y 

1 1650 6 1320 11 1655 
2 1620 7 1390 12 1500 
3 1595 8 1515 13 1330 
4 1455 9 1655 14 1240 
5 1370 10 1710 15 1290 


Such a system has a number of uses. (i) Since it is constructed 
of statistically observed relations, we may expect it to show the 
actual tendencies of the structure of the economy ; and divergences 
between the historical course of events and that computed from 
the system call attention to the impact of extraneous factors. 
(ii) We can use it to examine the outcome of policies by which 
effect is taken on the course of one series: thus in the above 
example we see that a system of compensatory public investment 
by which the total of Investment was kept constant would also 
stabilise the Income of the community. (iii) We can examine the 
effect of policy by which the structure of the system is altered : 
thus in the above example we see that a decrease in the marginal 
propensity to consume, which raised the coefficient on the right- 
hand side of (1) to,say,0-5, would cause the system to show, instead 
of the explosive fluctuations with which it now responds to an 
initial shock, strongly damped vibrations soon settling to rest at 
the initial values. 

This example (for which the reviewer alone is responsible) 
may suggest the gist of the methods which Dr. Tinbergen uses in 
his present study of the Dutch economy, 1923-35. In this, as in 
our example, he begins by choosing certain variables and postulat- 
ing relations between them, relations which are then established 
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or modified, and given actual numerical form, by statistical 
analysis; he thus reaches a dynamic system whose movements, 
given an arbitrary choice of initial values, can be computed 
from its equations. Naturally his study is much more extensive : 
he begins with a list of 32 variables, and sets up finally 22 equations. 
His procedure further differs from that of our example in that 
some of the variables—namely, those arising out of the world 
market—are taken as given in their historical series; and in that 
he uses in his statistical study of relatons only the deviations of 
the original record of each series from its trend. 

The system once constructed, Dr. Tinbergen examines the 
inferences which may be drawn from it, in the ways suggested 
above. Under (i) he finds that the Dutch system in itself is 
strongly damped, and that the wide fluctuations actually ex- 
perienced are imposed from without. Under (ii) and (iii) he 
considers the effect of a number of different policies, some designed 
to promote domestic revival while depression continues abroad, 
others meant to insulate the Dutch economy from the effects of 
cyclical movements abroad. In the former class he finds that a 
public works programme takes little effect, and a general wage 
reduction still less; but a devaluation of about 25 per cent. brings 
a remarkable recovery. In the latter a “ compensatory public 
investment programme ”’ which succeeded in making total invest- 
ment move smoothly along its line of trend would decrease the 
imported fluctuations very considerably; but it might take less 
effect than a compensatory exchange rate movement by which 
the guilder price-level of imports was stabilised. 

Dr. Tinbergen’s essay is a clear and suggestive account of a 
method of trade-cycle analysis which in recent years has attracted 
increasing attention. These remarks may have suggested the 
prospects which it opens. Here we are offered a cyclical system— 
in a sense, a theory of the cycle—which is based on observation 
and measurement. The process by which it is set up distinguishes 
the cyclically active from the inactive elements—Dr. Tinbergen 
finds that in Holland the rate of interest belongs among the latter. 
It shows on what elements depend the amplitude and the period 
of fluctuations. It provides a quantitative test of remedies. 
Here, in a word, appears a union of theoretical analysis and 
statistical observation. 

There can be no doubt that this is a prospect of our goal, but 
there are still difficulties to be overcome before we can think the 
goal achieved. The greatest is the uncertainty of analytic rela- 
tions obtained by correlation analysis of time-series: it may be 
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doubted whether the device of taking deviations from trend is 
in itself sufficient to exclude illusory relations. This doubt is 
strengthened when, as in the present study, some of the relations 
found and used are of a contingent character. To account for wage 
movements, for example, Dr. Tinbergen finds two relations, each 
of which “ gives a good fit’: that wage movements are propor- 
tional to movements in employment lagged one year; and that 
they depend on the change in the cost of living one year before 
and on the current level of employment. Neither account is in 
unmistakable agreement with direct observation of wage negotia- 
tions; and the success of each in fitting the facts calls in question 
that ofthe other. A further difficulty, on which it is not necessary 
to enlarge, concerns the testing of policy through a system which 
can take no explicit account of the state of confidence. 

Though such considerations call for caution, Dr. Tinbergen’s 
essay deserves the attention of those who are seeking a closer 
union of economic theory and observation. 

E. H. PHetrs Brown 
New College, 
Oxford. 


International Short-Term Capital Movements. By C. P. Kinpue- 
BERGER. (New York: Columbia University Press ; Oxford 
University Press. 1937. Pp. xi + 262. 15s.) 


PROBLEMS connected with international short-term capital 
movements have been much discussed in recent years, but I 
believe this to be the first book, at any rate in English, devoted 
entirely to the subject. 

It is necessary to begin with a classification of the types of 
capital movement, and the author offers a fourfold classification, 
based on the motives of the lender, as follows: equilibrating, 
income, speculative and autonomous movements. Equilibrating 
movements (not apparently co-extensive with those which other 
writers have called “ equalising ’’) are those “ resulting directly 
from changes in other items in the balance of payments ”—+.g., 
an increase of outstanding credits in connection with an 
expansion of exports; income and speculative movements are 
those motivated respectively by the prospect of gain in interest 
or through exchange appreciation; autonomous movements are 
those “ which arise in response to fears for the safety of principal.” 
This classification, which is supplemented by a reference to the 
different forms in which short-term foreign assets may be held, 
is not presented as perfect, but only as a working basis. Even 
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so, I doubt whether it is as satisfactory as it might be. The 
scope of the first class (equilibrating movements) is not quite 
clear to me, and I should prefer a more extended classification 
taking account of a greater variety of circumstances. Thus the 
short-term loans that went to Germany to meet the demand for 
capital when the supply of long-term loans dried up, and an 
inflow attracted by a restrictive rise of bank rate, would both 
appear to belong to Mr. Kindleberger’s category of income 
movements, yet their effects might be expected to differ in 
important ways. 

These differences are very relevant to the questions Mr. 
Kindleberger proceeds to discuss. He rightly devotes particular 
attention to the effects of short-term capital movements on the 
monetary circulation of the countries concerned, and his general 
thesis may be said to be that such a capital movement has an 
inflationary effect in the lending country and a deflationary effect 
in the borrowing country. The inflationary effect in a country 
increasing its short-term foreign assets may come about through 
the banks purchasing foreign balances, etc., as additional assets 
or by a diversion of money from the financial to the industrial 
circulation; the deflationary effect in a country increasing its 
foreign liabilities is said to come about chiefly through the 
immobilisation of money or its diversion from the industrial to 
the financial circulation. In addition to these primary effects, 
there may be secondary changes in the volume of money in so 
far as foreign assets have the character of reserves, foreign 
liabilities that of negative reserves. Now, these monetary 
effects, changes in the quantity of money or the course of its 
circulation, may certainly occur in some sets of circumstances, 
and are to my mind of first importance. But, on the other hand, 
in other circumstances they may be absent. It seems desirable 
therefore to aim at a classification of these capital movements 
which takes full account of the circumstances which are relevant 
from this point of view. 

It may be remarked that Mr. Kindleberger assumes that in 
international adjustments, changes in incomes and prices are 
brought about or initiated by changes in money as a result of 
gold or short-term capital movements. I am sceptical about 
the “ passivity of prices’ (and incomes) in this connection, and 
suggest that it is often a case of money adjusting itself to 
prices and incomes. It may be thought that the difference of 
view here is rather shadowy and unimportant, but I think Mr. 
Kindleberger’s attitude leads him to under-estimate the defla- 
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tionary effect of Britain’s adverse balance of payments in the 
period 1925-31, and makes it difficult for him to appreciate the 
significance of Professor Beach’s study of cyclical gold movements. 
It probably affects also his treatment of certain Exchange Fund 
problems. 

In the middle parts of the book the author extends his view 
to rather wider problems than are indicated by his title—the 
“Transfer”? problem, the meaning of Exchange Equilibrium, 
and even the problems of internal monetary policy. In the 
section on the Transfer problem, the author has not appreciated 
the point made by Mr. Robertson and others that a gold 
movement—or, more generally, a redistribution of means of 
payment—may be called for apart from any change in the terms 
of trade or the direction of demand. On the question that has 
been most discussed in connection with unilateral transfers of 
wealth—the direction in which the demand for the productive 
factors of the country concerned will be affected—the author 
throws no new light. What he does chiefly is to discuss the 
consequences if the demand for the factors in the receiving 
country is in the first place increased. Here he introduces the 
idea of “ flexibility of demand.” This appears to be the same 
thing as Mr. Harrod’s “foreign trade multiplier” (alias Mr. 
Paish’s “marginal propensity to import,” alias Dr. Maier’s 
“ Wegdifferenz ”’). 

I find it difficult to make sense of Mr. Kindleberger’s 
discussion of the meaning of foreign exchange equilibrium, for 
while according to his formal definition a currency is said to be 
under-valued “if the balance of payments tends to make the 
national money income rise,” it is said that the flow of capital 
to Australia necessitated an over-valuation of the Australian 
currency. I should mention perhaps that he finds me hopelessly 
confused and obscure on the same point (amongst others). 

The book becomes more interesting and illuminating when it 
returus to more concrete questions of monetary mechanisms, 
such as the Forward Exchanges and Exchange Fund practices. 
Especial mention should be made of a useful note on Statistics. 

BaRRETT WHALE 




































London School of Economics. 


The Economic Policy of France. By The Hon. Grorer PEEL. 
(London: Macmillan. 1937. Pp. viii + 242. 8s. 6d.) 
Le livre de Vhonorable George Peel contient des parties 
excellentes. Il y en a d’autres sur lesquelles je ferai quelques 
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réserves, mais le lecteur trouve dans ces pages une familiarité 
trés remarquable avec la vie économique frangaise en général, 
et une connaissance plus remarquable encore d’une des époques 
les plus compliquées de notre histoire financiére, celle qui va de la 
guerre & l’époque actuelle. 

C’est par l’exposé détaillé de cette histoire et en particulier des 
vicissitudes des budgets depuis 1918 que l’ouvrage de M. Peel est 
intéressant. Ce qui frappe l’auteur, et avec raison, c’est la facilité 
avec laquelle les gouvernements successifs depuis la guerre ont 
admis la permanence du déséquilibre budgétaire. C’est 1a le 
grand vice des finances frangaises et dont tous les gouvernements, 
quelle que soit leur nuance, sont également responsables. Méme 
Poincaré a attendu les premiers mois de 1924 et la veille des 
élections pour faire un effort d’équilibre. 

M. Peel n’a pas de peine & démontrer que la politique des 
réparations d’abord, ensuite la politique de dépenses exagérées 
correspondant a la prospérité des années 1928 a 1930, et le refus de 
tirer les conséquences budgétaires de la crise économique de 1931 
sont 4 la source de beaucoup des difficultés de l’heure présente. I] 
a raison également lorsqu’il montre 4 quel point les finances 
frangaises ont été dominées par les préoccupations ou les effets des 
guerres et des armements militaires. Avant 1914, la France 
avait en Europe les charges de dette relativement les plus fortes. 
Depuis 1918 ce sont les dépenses des réparations d’une part, les 
besoins de la défense nationale de l’autre qui ont obéré son budget 
dans des proportions exceptionnelles. M. George Peel a raison 
également quand il montre qu’é aucun moment on n’a su pratiquer 
une politique d’amortissement et que le nombre des années oi le 
budget était réellement équilibré dans le dernier demi-siécle 
est extrémement faible. 

Malgré ces vues trés exactes, le livre laisse dans l’ombre pas 
mal de points qui mériteraient d’étre éclaircis. Son titre déja, 
qui semble impliquer une étude générale de la politique économi- 
que frangaise, ne correspond pas tout 4 fait au contenu du livre 
presque exclusivement consacré aux finances. On aurait voulu 
_ voir l’auteur envisager plus largement quelques-unes des bases 

économiques de notre politique financiére. Par exemple la 
politique de déflation de M. Laval en 1935, & laquelle l’auteur 
parait donner son approbation, a été rendue inopérante par une 
politique de protection agricole dont l’effet a été de renchérir le 
cout de la vie au moment méme ot ce ministre imposait aux ouv- 
riers, aux fonctionnaires et aux rentiers de graves amputations de 
revenus. De cette politique M. Tardieu est lui aussi l’un des 
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principaux responsables; on a plaisir 4 voir le chapitre 10 com- 
mencer par une phrase pleine de sagesse de cet ancien premier 
ministre, mais on s’attend 4 voir M. Peel indiquer aussitét a 
quel point ces sages principes ont été violés par leur auteur lui- 
méme, qui par ses dépenses inconsidérées jusqu’en 1932, et par sa 
politique de démagogie agricole, a rendu singuliérement difficile 
la tache de ses successeurs. L’admiration de l’auteur pour M. 
Poincaré est parfaitement justifiée. Mais il y a entre la politique 
que cet homme éminent a suivie en 1926 et la politique des répara- 
tions dont il a été l’un des protagonistes entre 1920 et 1924, un 
contraste qu’il eit été intéressant de mettre en relief. L’auteur a 
cet égard critique (p. 155) le Comité des Experts sur un des points 
ott les conseils de ceux-ci se sont montrés les plus sages. 

L’honorable George Peel ne tient pas non plus suffisamment 
compte de certaines influences extérieures qui ont durement pesé 
sur la situation financiére frangaise : la baisse continue de la livre 
sterling & partir de 1931 a exercé sur l’économie frangaise une in- 
fluence profonde en contribuant plus qu’aucun autre élément a la 
baisse des prix mondiaux. Trois ou quatre ans a peine aprés une 
stabilisation obtenue au prix des plus grands sacrifices et au milieu 
des difficultés politiques considérables, la France s’est trouvée 
soumise & un processus de déflation rigoureux, accentué par la 
baisse des monnaies anglo-saxonnes. II est assez curieux de voir 
certains auteurs anglais reprocher a la fois 4 la France d’avoir 
stabilisé le franc trop bas en 1928, et ne n’avoir pas assez vite 
dévalué sa monnaie a partir de 1931. Ces deux reproches sont 
contradictoires, et l’un et l’autre méconnaissent & mon avis la 
situation frangaise a ces deux dates. Mais que l'économie frangaise 
ait été trés profondément affectée par les niveaux successifs 
auxquels ont été fixés les monnaies anglo-saxonnes, c’est un fait 
incontestable. De méme aujourd’hui, dans les difficultés budgé- 
taires frangaises, le réarmement intensif de l’Allemagne depuis 
quatre ans a l’influence prépondérante. Si ce réarmement n’avait 
pas obligé la France a ajouter depuis trois ans & ses dépenses 
ordinaires un budget extraordinaire de la guerre s’élevant 4 11 ou 
12 milliards, le probleme de |’équilibre budgétaire n’apparaitrait 
pas aujourd’hui comme si difficile. 

Mais ceci n’empéche pas les vues justes de prévaloir au total 
dans l’ensemble de'l’ouvrage. On ne peut que donner raison a 
auteur quand il attribue (p. 231) la fuite actuelle des capitaux au 
déséquilibre budgétaire beaucoup plus qu’a toute autre cause. I] 
araison aussi quand il affirme que “ depuis trente ans la politique 
économique de la France s’est développée sous la pression des 
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guerres passées, présentes et futures.’ Il est un peu trop opti- 
miste en estimant qu’une réduction forcée des charges de la dette 
suffirait & rétablir la situation (p. 230). Mais cette réduction sera 
certainement un des éléments de toute réforme budgétaire. L’autre 
élément consistera 4 accroitre les revenus, car un pays dont le 
revenu total ne dépasse guére 250 milliards de francs ne peut, sans 
les plus grandes difficultés, recueillir les 100 milliards qui seraient 
nécessaires pour faire face aux dépenses actuelles de l’Etat, des 
communes et des départements. 

Au total ce livre est extrémement instructif, peut-étre plus 
encore pour les lecteurs francais que pour les Anglais, et personne 
ne s’étonnera que dans la distribution des responsabilités de la 
situation présente entre les différents gouvernements qui se sont 
succédés depuis dix-huit ans, l’opinion de M. Peel ne concorde pas 
toujours avec celle d’un lecteur francais, puisque certainement 
Vopinion des divers lecteurs frangais serait elle-méme trés diffé- 


rente sur ce point. 
CHARLES Rist 


Paris. 


Volkswirtschaftliche Theorie der Gffentlichen Investitionen. By 
H. RicuTER-ALTSCHAFFER. (Miinchen and Leipzig: Dunc- 
ker und Humblot. 1936. Pp. 155. Rm. 5.80.) 


Tus book contains some novel ideas which make it more 
than just another exposition of the multiplicative effects of new 
investment. The most striking of these new ideas is the com- 
bination of two hitherto separated strands of thought by identi- 
fying Schumpeter’s concepts of “ static ’’ and “ dynamic ”’ entre- 
preneurs and modes of behaviour with the two compartments of 
economic life, dealing with consumers’ demand and producers’ 
demand respectively. The production of consumption goods is 
the realm of the static principles, it is governed by calculation 
on the basis of empirical data, imbued with self-adjusting faculties 
and the tendency towards a “ relative optimum ’”—according to 
the degree of perfection of competition. Investment is the realm 
of the dynamic principles, of vision and irrationality on the 
basis of anticipations. The self-adjusting faculty of the static 
(consumption) sector is confined to disturbances from within 
the static sector itself, but it ceases to operate in the face of 
disturbances from the dynamic sector. These disturbances, 
which “‘ force an unstatic behaviour on the static sector,” appear 
as our old friends from Mr. Keynes’ earlier Treatise on Money, 
I28. The restoration of this self-adjusting quality—and there- 
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with of the conditions under which the static sector works smoothly 

—is to be that “ theoretical place of public investment of public 
investments in the dynamics of modern exchange economy ” which 
the author set out to explore, according to the lengthy sub-title. 

This simple scheme is followed up with an elegance not 
unworthy of that of its two basic concepts, Schumpeter’s 
“ economic development ” and J = S as the “ strategic ” formula 
for the theory of output as a whole. But it also shares the 
shortcomings of this particular approach. Particularly the 
monetary part of it all remains “tacked on” to it, and is not 
an integral part. The author, however, disarms criticism on 
this account by frankly admitting this deficiency in an 
“Epilogue” prompted by the publication of Mr. Keynes’ 
General Theory while this book was in the press. 

There are other places where the reader of this book will 
feel the presence of original thought, as in the systematisation of 
the paradox that paying men to “dig holes and fill them up 
again’ can increase social wealth. This is done by adding to 
the two more obvious criteria of new investment—immediate 
private profitability and social productivity—a third criterion, 
consisting in the general functional utility of investment as such. 
The author illustrates this additional test very lucidly by the 
simile of a mackintosh (p. 84): You cannot prevent a man from 
protecting himself against the rain with a mackintosh by point- 
ing out to him that the mackintosh itself may suffer from being 
used in the rain. 

Attention should also be drawn to an interesting asymmetry 
introduced by the author in his explanation of the turn of the 
boom (p. 108): Even when the appearance of the new products 
does not induce losses for all firms taken together, the gains will 
be made by the new dynamic firms with new equipment who 
have anticipated these profits anyway, and will not embark on 
new investment, whereas losses are concentrated on the old 
static firms who are deeply shaken in their traditional expecta- 
tions and react in the ordinary static way of contraction. Some 
readers may find the suggestion stimulating that J = S may 
define a condition of stable or unstable employment equilibrium 
according to how J and S are made up (p. 47). 

The main criticism of Dr. Richter-Altschiffer’s scheme of 
analysis is, of course, that the labelling of consumption goods 
production as “ static,” and of investment goods as “‘ dynamic ” 
is much too sweeping. The case of the introduction of a new 
consumption good immediately suggests itself. The author him- 
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self obviously feels uneasy at his labels, for on p. 17 a rather 
confusing group of four entrepreneurial types make their bows, 
only to retire and never reappear. But this book should, never- 
theless, be counted among those making a valuable addition to 


the theory of public works. 
H. W. SINGER 


University of Manchester. 


An Introduction to Money. By W. A. L. CoutBorn. (London: 
Longmans. 1938. Pp. 277+ xvi. 6s.) 

Tus book fills, very adequately, a gap of which many 
teachers of economics must have been increasingly conscious in 
the last few years. It provides an introduction to the theory of 
money and the functions of monetary institutions, none of which 
needs subsequently to be unlearnt. For example, the Fisher 
quantity equation is, as it must be, introduced to the reader: 
it is also, and of equal necessity, criticised and compared with 
the other methods of dealing with the same aspect of money. 
Nor does the author stop there: recognising that once the 
tautological nature of the quantity theory has been demon- 
strated, if one proceeds one inevitably reaches the “ theory of 
output,” he continues, through a summary and discussion of 
Mr. Keynes’ Treatise to a short summary of the General 
Theory. 

When it is stated that, in addition, the work contains historical 
and descriptive chapters, some comparison of alternative monetary 
policies, a discussion of the foreign exchanges and a criticism of 
the gold standard, the nature of those defects which accompany 
its many virtues becomes manifest. Some parts of the book are 
simple and straightforward; others are very heavy going 
indeed for the novice for whom they are designed, and this not 
on account of any defect of presentation, but because of the 
difficulty of compressing and simplifying so much complex and 
controversial matter. Mr. Coulborn has given us an admirable 
introduction to money: he has also introduced the reader to 
almost every controversy concerning past and present monetary 
operations, from the part played by monetary factors in 
the decline of the Roman Empire to the vexed question of the 
necessary equality of savings and investment. 

So wide a field could, of course, only be covered adequately by 
a writer who was willing to take sides. This Mr. Coulborn quite 
openly does on all matters of contemporary controversy. Indeed, 
in his own words he sets out “ to expound in an introductory and 
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elementary manner the ideas of Mr. J. M. Keynes and of those in 
substantial agreement with him.”’ In this he may be said to have 
succeeded, with the exception of those passages dealing with 
inflation, in which, to the mind of the present reviewer, he 
employs the term in too many different ways—almost, indeed, 
after the manner of Professors Willis and Chapman. And his 
partiality is offset by a very good bibliography, which follows, 
chapter by chapter, both sides of any matter in dispute. An 
added virtue of exposition is the introduction of Professor Hoot, 
the economist, and Dr. Coot from the City, who debate and 
comment upon those subjects where in fact opinion is divided 
between the two communities which they represent. Both are 
treated fairly, and it would perhaps be too much to ask of their 
creator to have allowed them to debate the General Theory. 
H. Smiru 
Ruskin College, 
Oxford. 


Modern Money. By M. Curtis and H. TownsHEND. (London: 
Harrap. 1937. Pp. 320. 7s. 6d.) 


THE authors recognise that they must justify yet another 
addition to the long list of books on money by showing that it 
will meet a real need. Their declared object is to make recent 
work on monetary topics, both theoretical and statistical, 
available to the general reader and the elementary student, 
“simply and in outline.” It is a worthy object, but it can 
hardly be said that they have fully attained it. 

In some respects the book is excellent. The authors deal 
with the topics which one would like to see treated, and in 
reasonable proportions; they are careful to show at all points 
how the different parts fit together, and how they fit in with 
other subjects not treated; and they have contrived a very 
happy mixture of theory and statistics, not only by giving 
sample figures for the various quantities when mentioned in the 
text, but also by adding greater detail in brief appendices to 
various chapters. The effect is to make the subject very “ real ” 
to the reader, who will frequently be brought into contact with 
something he has met in practice. 

The general philosophy or attitude towards monetary problems 
is also one with which I feel much sympathy. Following broadly 
the ideas of Keynes and Hawtrey, the authors conceive the great 


task of the authorities to be the maintenance of an appropriate 
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amount of “ final spending,” which is essential to keep economic 
activity at a high level. Though at times they refer to the 
possible danger of over-spending (e.g., in wars), they clearly 
consider “‘ maintenance ’”’ usually to mean “keeping up.” Ag 
early as p. 19 we are told that “‘ Deflation . . . is much the more 
damaging of the two.” 

With all this on the credit side, why is the book not greeted 
by a harassed teacher as the solution of a very real difficulty? 
The first objection is one which is by no means easy to sub- 
stantiate in a brief review. Although much of the exposition 
is admirably clear, I found myself repeatedly marking passages 
where the meaning was by no means obvious. Many of them 
were comparatively unimportant, and on a second or third 
reading the sense generally became apparent ; but not infrequently 
the phrase simply constituted a quite unnecessary error. To 
take two typical examples, on p. 80 the Government is described 
as reducing the money in existence when it devotes its income 
to the sinking fund, and on p. 198 we are told that it incurs long- 
term debt ‘“‘ to meet unproductive expenditure which is too heavy 
for the necessary taxation to be acceptable.” Why insert the 
word “ unproductive,” which is in any case unnecessary and 
not infrequently wrong? (Is telephone development “ unpro- 
ductive ”’ ?) 

These are comparatively small matters which leave the 
critical reader with the feeling that he could put them right 
without really altering anything of importance; it is only their 
frequency which leads me to mention them. More serious is 
the second objection. The authors’ general approach to the 
subject bears a strong resemblance to those of Keynes and 
Hawtrey. But they do not adopt either the technique or the 
vocabulary of either. In the crucial chapter on “ Money In- 
come” they claim to have “collated some recent material on 
a rather confusing subject” (p. 6). But the result is the most 
extraordinary mixture, mainly, I think, because they want to 
make money income coincide with movements of cash. The 
following quotation will serve as an illustration: “ Income 
receipts . . . consist of payments received in the income period in 
respect of contributions to the new production of the period, 
whether the contributions were made then or earlier” (p. 60). 
To test this take the simple case of a singer who is paid this year 
for work done last year. Apparently this can be included in 
neither year’s income—no payment was received last year, and 
no contribution made to the new production of this year. Not 
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unnaturally the treatment of saving and investment also suffers 
from obscurities. 

What might have been a most useful elementary text-book 
has been spoilt by the attempt to introduce a new technique, 
which would have been better tested in an independent article 
addressed to experts rather than beginners. 

W. B. Reppaway 
Clare College, 
Cambridge. 


Historical Development of the Graphical Representation of Statistical 
Data. By H. Gray Funknovuser. (Osiris Studies on the 
History and Philosophy of Science, Vol. III, Part I. 
Pp. 269-404. 1937. The Saint Catherine Press, Bruges.) 


Tuts is a work of considerable learning, and includes what 
appears to be a comprehensive bibliography. Perhaps the most 
striking outcome of Mr. Funkhouser’s researches is the fact of the 
very slow progress which graphical methods made until quite re- 
cently. In an article which he contributed to Economic History 
in 1935 Mr. Funkhouser has already called attention to the great 
importance of William Playfair’s work at the end of the eighteenth 
century in the history of graphical representation of statistical 
data. This conclusion is further substantiated in the present 
volume. Mr. Funkhouser remarks that Jevons, many years later, 
was the first to call attention to the significance of Playfair’s 
work. Jevons’s interest in this dates, however, from a much 
earlier time than the year 1879, when he wrote the passage in 
the Statistical Journal to which Mr. Funkhouser refers. Jevons 
undoubtedly came across Playfair’s work at the very beginning of 
his career, and his own plans for a statistical atlas were based on 
Playfair’s. Jevons’s own diagrams, prepared in the early ’sixties, 
of which Professor H. 8S. Jevons has a number (characteristic 
specimens are available for students in the Marshall Library at 
Cambridge), are close imitations of Playfair’s, including the 
water-colour edging with which both loved to embellish their 
statistical pictures. 

In spite of Playfair’s work, however, the rate of progress in 
the graphical method was curiouslyslow. In the first fifty volumes 
of the Statistical Journal, 1837-87, only fourteen graphs are printed 
altogether. It is surprising to be told that Laplace never drew a 
graph of the normal law of error, though in some early work he 
drew a partial graph of another law which he subsequently dis- 











282 THE ECONOMIC JOURNAL [JUNE 


carded. Indeed, it was not until Quetelet began to use his in- 
fluence with the International Statistical Congresses from 1853 
onwards that any significant progress was made. Even in 1885, 
when Marshall wrote his well-known paper “On the Graphic 
Method of Statistics ’’ for the Jubilee volume of the Statistica] 
Society, no systematic treatment was available, and Marshall 
could say no more of the graphical method than that “I believe 
that if thoroughly organised its special virtues would make it a 
great engine of scientific inquiry.”’ It is noteworthy that Edge- 
worth made no use of statistical charts as distinct from mathe- 
matical diagrams. 

Apart from Quetelet and Jevons, the most important influences 
were probably those of Galton and of Mulhall’s Dictionary, first 
published in 1884. Galton was indeed following his father and 
grandfather in this field, but his pioneer work was mainly restricted 
to meteorological maps, and he did not contribute to the develop- 
ment of the graphical representation of economic statistics. 

Mr. Funkhouser has discovered (p. 245) one historical curiosity 
in that it was Florence Nightingale who first made use of the 
graphical method for publicity or propaganda purposes. “She 
drew up a series of diagrams in 1857, showing by means of shaded 
and coloured squares, circles and wedges the deaths due to 
preventable causes in the hospitals during the Crimean War and 
also the rate of mortality in the British Army at home. . . . She 
wrote a memorandum explaining the diagrams and pointing their 
moral and had two thousand copies printed and distributed. This 
anonymous publication, entitled ‘ Mortality of the British Army,’ 
is called in her correspondence Coxcombs primarily from the shape 
and colour of her diagrams.” These are entirely in the modern 
method. 

Mr. Funkhouser has made an extremely interesting and 
valuable contribution to the history of statistical method. I 
wish, however, that he could have added a warning, supported by 
horrid examples, of the evils of the graphical method unsupported 
by tables of figures. Both for accurate understanding, and 
particularly to facilitate the use of the same material by other 
people, it is essential that graphs should not be published by 
themselves, but only when supported by the tables which lead up 
to them. It would be an exceedingly good rule to forbid in any 
scientific periodical the publication of graphs unsupported by 
tables. 

J. M. Keynes 
Cambridge. 
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Nassau Senior and Classical Economics. By Martian Bow.ey. 
(London: Allen & Unwin. 1937. Pp. 358. 15s.) 


Tuts careful and intelligent study of the contribution of 
Senior as economic theorist and poor-law reformer is to be warmly 
welcomed as an addition to the short list of comprehensive and 
analytically competent studies of the works of English classical 
economists. Miss Bowley has evidently read the great mass of 
Senior’s writings in the economics field, printed and unprinted, 
with painstaking care, and has skilfully summarised and organised 
her material and related it in an enlightening manner to previous 
and subsequent currents of economic thought. She has treated 
Senior a little too sympathetically, perhaps, and as one reads 
her paraphrases of what he said, the suspicion arises that in 
endowing him with a Houghton Street vocabulary, she has also 
occasionally introduced other modern improvements into his 
analysis. That Senior was an economist of high merit, deserv- 
ing of more intensive study than he has received, is, however, 
demonstrated beyond question by this book, which will, more- 
over, make such study much more feasible than it has hitherto 
been. 

The prevalent impression that Senior’s merit lay rather in 
his capacity for brilliant flashes of insight than in systematic 
execution of original analysis is substantially confirmed by this 
study. But the character and occasion of most of Senior’s 
economic writings suggest that his relative failure to carry 
through any substantial inquiry to a satisfactory conclusion was 
due more to the absence of sufficient stimulus and leisure than 
to incapacity for sustained rigorous analysis. Senior was obviously 
a busy man, aside from his academic activities; he wrote exten- 
sively—and to little purpose—on non-economic matters of the 
most varied sort; and his economic writings were mostly by- 
products of his duties as a civil servant or—still worse—were 
prepared for delivery as formal university lectures to nondescript 
audiences at a then backward university. For such purposes, 
rigorous and thorough theoretical analysis is not, as a rule, the 
commodity in most urgent demand. 

That Senior wrought less well than he could is supported by 
the following bit of evidence which I have come across. Miss 
Bowley notes that, while Senior was interested in and com- 
mented intelligently on the motives to saving, even in his later 
lectures his treatment was not as penetrating as that in Rae’s 
New Principles, a book with which Senior was acquainted, or in 
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J. S. Mill’s Principles, where indebtedness to Rae was freely 
acknowledged. That Senior’s failure in this instance to carry 
the analysis even as far as others had previously carried it was 
not owing to lack of appreciation of Rae’s contribution is indi- 
cated by contemporary testimony that at the time Senior was 
delivering his Jectures he was not only speaking with enthusiasm 
of Rae’s discussion of saving, but was also claiming credit for 
having drawn Mill’s attention to it. 

There are only a few points, and these not major ones, on 
which I would seriously question Miss Bowley’s doctrinal verdicts 
or be disposed to find fault with her manner of handling her 
difficult task. In her comparison of the doctrines of Senior and 
of the strict Ricardians, Miss Bowley has made no use at all of 
the replies of the Ricardians to their critics, and has examined 
too restricted a range of the literature of criticism of Ricardo 
antedating Senior’s contributions. This has resulted in her fail- 
ing to see that some of the criticisms directed against the Ricardian 
analysis were either based on misinterpretations of it or would 
have been accepted by the Ricardians, and in her over-rating 
Senior’s originality—especially with reference to the generalisa- 
tion of the rent concept, the rejection of the labour-cost theory of 
value, and the rejection of the pessimistic implications of the 
Malthusian population theory. Miss Bowley fails to note also 
that much of the later dissatisfaction—and perhaps most con- 
spicuously that of Senior—with the Ricardian analysis can be 
explained by the shift of interest, from the application of economic 
analysis to the answer of “ practical ” questions, to the develop- 
ment of an academic economic theory concerned with finding 
solutions to manufactured problems of “ pure ” intellectual con- 
cern, a shift of interest which Karl Marx was acute enough to 
note, but which, in his pleasant manner, he explained in terms 
of the naive objectivity of the Ricardians and the deliberate 
capitalistic apologetics of the later economists, Senior included. 
In any case, Miss Bowley rates more highly than I would the 
merits of Senior’s introduction, as a major aspect of economic 
theorising, of classificatory patter divorced from all discussion of 
what uses the classifications could be put to after they had been 
rendered free of all realistic confusion and logically impeccable. 

Miss Bowley errs also in accepting the standard myth, which 
Senior helped to establish, that the Ricardians—or anyone else— 
ever believed that labour costs—or any other species of cost— 
“ determined ” values in any other way or degree than by in- 
fluencing supplies of products. She greatly overrates Senior's 
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contribution to the theory of international trade, which was wholly 
confined to effectiveness of exposition, and she distributes unfairly 
the laurels of victory in the controversies in this field between 
Senior, on the one hand, and Torrens and J. 8S. Mill, on the 
other, by ascribing obscure virtues to Senior’s errors of analysis. 

The absence of a general bibliography is hard to excuse, except 
as adherence to an ancient national custom. The collation of 
Senior’s surviving manuscripts with his printed works is a useful 
service, but it does not result in, and is not an adequate substitute 
for, a “‘ complete ”’ list «f Senior’s printed economic contributions. 
Even apart from omitted variant editions, and from possible 
other omissions unknown to me, several items are to be added 
to her list. The intended preface to the fourth edition of his 
pamphlet on National Property, which Miss Bowley could not find 
among Senior’s manuscripts, is in the University of Chicago 
Library in printed form. Also in this library, and unmentioned 
by Miss Bowley, is a copy of Senior’s Remarks on Emigration, with 
a Draft of a Bill, 1831, with the Draft amended in manuscript in 
what may be Senior’s hand. There is no mention of Senior’s 
Letters on the Corn Laws, 1839 (which I have never seen, but have 
several times seen listed). 

These are small defects, however, in what is, both taken as 
a whole and in its separate parts, a highly meritorious contribu- 
tion to the history of economic thought. As an author’s first 


book, it is a truly distinguished performance. 
JACOB VINER 
University of Chicago. 


The Science of Social Adjustment. By Sm Jostan Stamp 
(London: Macmillan. 1937. Pp. vii +174. 7s. 6d.) 


Tuis book contains four studies on the relation between 
science and society, of which the first and longest consists of 
the author’s Presidential Address to the British Association in 
1936; the second is a reprint of the Galton Lecture of 1934 and 
deals with population and eugenics; the third critically examines 
some recent attempts to measure unused productive capacity ; 
while the concluding essay draws attention to the serious under- 
development of research in the social sciences to date and tenta- 
tively indicates lines along which research might proceed. 

The connecting theme of the four studies is the manner in 
which society adapts itself to change, particularly to changes in 
technique and in population, and the insufficient attention hitherto 
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paid by economists to the concrete study of this question. This 
is discussed with the charm of style and freshness of treatment 
with which the author has made us so familiar. What is said 
in these addresses is admittedly no more than a preliminary 
sketch for a fuller drawing. Even so, one is left with the im- 
pression that certain matters have, perhaps, been too lightly 
passed over. The lecture on “The Impact of Science upon 
Society ” covers, a trifle discursively, a considerable range of 
allied themes; but its primary concern is with the measures that 
can appropriately be taken to regulate technical change. The 
point is very properly stressed that the dislocations attendant 
on change in an individualist economy in the majority of cases 
do not enter into the decisions of those who make the innovation. 
Moreover, in certain circumstances these dislocations may actually 
outweigh the benefits of change over any given period of time 
(pp. 58-59). Hence it is possible, even probable, that innovation 
may occur at more than the socially optimum rate: a considera- 
tion that is particularly relevant to the question of technological 
unemployment. But the author proceeds to extend this notion 
of a cost resulting from innovation, apparently, to the loss of 
capital-value on old capital, and to imply that the loss of value 
by the old capital due to premature obsolescence ought to be 
debited against the new process (pp. 35-37). But here there is 
clearly no comparable cost to be reckoned, over and above any 
loss of usefulness of the old plant if it is withdrawn from use 
entirely (which will be zero, ex definitione, if the product of the 
plant has ceased even to pay for its prime cost). The important 
consideration here which the author’s treatment seems to overlook 
is that foresight and planning (if rationally used) would not retard 
the introduction of the new method (it might even accelerate 
this), but would reduce the earlier investment in the old method. 
Sir Josiah Stamp, in his Preface, expresses an unwillingness to 
consider planning that extends further than what he terms a 
“regulated individualism ’’; and this leads him, perhaps, to 
do less than justice to the influence that planning might have. 
He states that ‘‘ the literature of planning deals mainly with 
planning the known and scarcely at all with planning for changes 
in the known.” This is no doubt true, and was to be expected. 
But little insight into the effect of planning on change seems 
to be possible, if the consideration that the degree of planning 
will itself affect the area of the known is neglected. 

In “ The Calculus of Plenty ’ the author has an easy game 
with the extravagant attempts of technocrats and others to 
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measure potential productive capacity. In exposing the ab- 
surdity of many of these claims, he seems to pay too little 
attention to the important core of truth that remains even after 
these extravagances have been shorn away; but his list of 
pitfalls to be avoided in all such estimates is welcome and in- 
structive. With his concluding plea for better-financed and more 
organised research into problems of social adjustment few can 
disagree; and nearly all economists will welcome it. Opinions 
will only differ as to the type of question by which research should 
be guided : this must inevitably be influenced by general reasoning 
concerning the shape of the essential problems of society and the 
nature of the solutions to be sought. 
MavricEe Doss. 
Cambridge. 


Central and Local Finance in Germany and England. By MABEL 
Newcomer. (Columbia University Press, 1937. Pp. xi + 
381. 17s. 6d.) 


Tue fundamental dilemma of local government is to combine 
a reasonable degree of local freedom with the necessary central 
control. Miss Newcomer has made a study of the attempts to 
solve it in Germany and England, mainly for the guidance of her 
own countrymen. But she has done the work so thoroughly 
that it gains rather than loses from being written by an outsider. 
It must be noted, however, that only one aspect of the relation 
between central and local finance is considered—the raising, 
distribution and expenditure of tax revenue. The equally 
interesting problems concerned with borrowing powers and public 
investment receive no mention. 

The two countries are well chosen to exhibit a contrast. 
Germany has—or had—a highly decentralised, and England a 
highly centralised system of local finance. Both have undergone 
considerable modification since the War. But while the change 
in England has been mainly an acceleration of a long-period trend— 
the grant-in-aid system has been extended and modified to meet 
new needs ; in Germany the increase in centralisation has amounted 
to a revolution, and moreover one which is not yet complete. 
The Weimar constitution, with which Miss Newcomer is mainly 
concerned, was essentially a transition stage. While the goal 
towards which the National Socialist Government is tending is 
clearly discernible, political events have moved so rapidly that 
financial and administrative reorganisation have got left behind. 
It must be confessed that the makeshift character of many of the 











288 THE ECONOMIC JOURNAL [JUNE 


arrangements described detracts somewhat from the interest of 
the German section. 

In at least three fundamental aspects German traditions in 
local finance are a complete contrast to English. Instead of the 
direct contact which exists between Whitehall and the British 
local authorities, the Reich is composed of a complicated hierarchy 
of communes, circles and states. In place of a single local rate 
backed up by an elaborate system of grants in aid, is a welter of 
shared, redistributed and reserved taxes. Finally, Germany is 
remarkable for unquestioning acceptance of administrative 
discretion. Whatever the dangers of such a system, it cannot be 
denied that the operation of discretionary funds largely removes 
the necessity for the complicated weighted formulz which are an 
increasing feature of the English system. 

The interesting point which emerges from Miss Newcomer’s 
study is the manner in which similar circumstances have led 
two such dissimilar systems along the same path. In each 
country the War left the Central Government in sore budgetary 
straits. In Germany this led to a deliberate policy of securing 
additional resources for the Reich by the suppression of the inde- 
pendent power of the states. As the Reich squeezed the States, 
they in turn squeezed the local authorities. The latter, left with- 
out adequate fiscal resources, met their obligations in part by 
taking a highly monopolistic revenue from their public utilities, 
and in part they were rescued by direct aid from the Reich. Asa 
result a degree of centralisation emerged which is considerably 
more like the English system than its predecessor. Again, in 
both countries the War was succeeded by a period of easy local 
spending. In Germany excess revenues were distributed. In 
England development was stimulated by percentage grants. 
To this phase succeeded one of severe economy. The extension 
of new services (in both countries Housing dominated the situa- 
tion) had led to a heavy increase in local liabilities and a growing 
disparity in resources. In both countries it became necessary 
to distribute aid in relation to needs. The Formula Grant of the 
Local Government Act of 1929 is paralleled by experiments in 
new systems of tax distribution. In both countries the task of 
equalisation has been impeded by the opposition of prosperous 
communities. It is interesting to find that German experts 
consider that a lasting solution requires drastic redistricting 
and amalgamation of small areas. This is extremely relevant to 
the English situation. 

The English section has a particular interest for students 
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of local government, since it contains the most thorough examina- 
tion of the working of the Act of 1929 which has yet been pub- 
lished. Miss Newcomer has little difficulty in showing that on the 
whole the formula has worked satisfactorily, in spite of the fact 
that it is by no means the poorest districts which receive the most 
help. She makes an interesting estimate of what the change in 
the average and dispersion of rates between 1928 and 1933 would 
have been, under various assumptions. It appears that while 
the new system introduced some improvement in both respects, 
it would have been considerably more effective if the entire grant 
had been distributed on the formula, and still more if compensation 
for derating had not been given. Miss Newcomer has examined 
not only the position of counties and county boroughs, but also 
a sample of smaller authorities. These reveal some interesting 
cases Of formula misfits. Some happy localities now receive 
in grants more than their total rate plus grant expenditure. It 
might have been well to emphasise more clearly the opposite 
case, where minor authorities with expanding populations find 
themselves caught between the need for providing expensive 
new services and a rigid grant distributed on a flat capitation 
basis, with little attention to needs. 

Miss Newcomer has not written an easy book, and it is to 
be feared that those who have not already some acquaintance with 
both the wood and the trees may be daunted by the macs of detail. 
But she has produced a solid and careful piece of work which will 
amply repay study. 

Ursvuta K. Hicks 
Cambridge. 


Studies in Current Tax Problems. TwrEntietH CENTURY FunD. 
(New York. 1937. Pp. xvii + 303. $3.50.) 

Economic Consequences of Recent American Tax Policy. By 
GERHARD CoLtmM and Frirz LeHmMann. (New School for 
Social Research, New York. 1938. Pp. ix + 108. $1.00.) 


Tue first of these two books is a more technical companion 
volume to that published by the Twentieth Century Fund last 
year under the title Facing the Tax Problem. The second is a 
special study issued in connection with the journal, Social Re- 
search. Both books reflect the interest in problems of taxation 
that has been roused in the United States by the sharp increase 
in the absolute and relative weight of the burden of taxation 
that has resulted from the fiscal legislation, Federal and State, 
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of the years 1932-36, during which the national money income 
recovered about one half of its preceding fall. 

The welter of taxation in the United States is truly appalling, 
and any estimate of the combined weight of Federal, State and 
local taxes must therefore be subject to a considerable margin 
of error. But in the first-named book, Professor Mabel Newcomer 
makes an admirable attempt to make one for representative New 
York and Illinois families, according to income level and class 
of occupation, and on various sets of assumptions as to the 
incidence of individual taxes. Table A-20 (p. 32) will well 
repay examination by anyone concerned with the comparative 
distribution of taxation in different countries to-day. Con- 
sidered in relation to Professor Newcomer’s further study of 
combined Federal, State and local expenditures since 1925 
and forward to 1940 (see especially Table F-13, p. 266), the 
present and prospective tax burden is such that the American 
taxpayer in general may justifiably hold himself subject to a 
charge of an order of magnitude similar to that of his English 
compeer, levied under a far worse system. The diversity that 
prevails in different States as regards income taxes alone appears 
clearly in the study by Professor Carl Shoup and others (see 
especially Table B-3, pp. 81 ff.); and the variation of general 
property tax rates in all of the States from 1925 through 1936 is 
given in a study by T. J. Reynolds. In a further study he shows 
how variously expensive the collection of various types of taxes 
in various parts of the country can be. The remaining study 
in the book, by Susan 8. Burr and W. Vickrey, develops methods 
for estimating income and estate tax yields that are marvels of 
ingenuity, given the complex structure of such taxes in the 
United States. A comprehensive bibliography adds to the con- 
siderable value of this source-book on American taxation. 

The second of the books under review is quite different in 
character. The authors ask how the new levels and types of 
taxation are likely to affect long- and short-period equilibrium 
of saving and investment in the American economy. They 
nowhere define these terms. But they appear to conceive 
“ saving” in a sense akin to Mr. Hawtrey’s ‘“‘ unspent margin,” 
and “investment” in the sense of liquid funds effectively put 
to use via the security market or the banking system to replace 
or expand fixed and working capital equipment. In Part I they 
foresee a long-period tendency for saving to outstrip investment 
on the assumption of an average national income, and order of 
saving, comparable with those of the New Era and of an average 
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capital requirement smaller by virtue of the slower rate of growth 
of population, conditions unfavourable to foreign investment 
and other untoward factors. It would seem that as _ these 
several magnitudes are related inter se, no such forecast of an 
average discrepancy estimated at approximately two thousand 
million dollars, or between two and three per cent. of the assumed 
average national income, is possible. The assumptions are too 
simple. 

Part II and the Appendices are both more interesting and 
substantial. Prediction is not attempted. The frankly hypo- 
thetical case is explored of the differences that 1928, 1932 and 1936 
taxation might make, on various limiting assumptions, to the 
average annual supply of savings over a generation; the 1930 
level and distribution of property and income is taken as a basis, 
and other factors are noted which might modify the result. The 
thorny Constitutional and practically important problem of tax- 
exempt securities is discussed in relation to progressive taxation 
and the private savings of different classes. The experimental 
Undistributed Profits and Capital Gains Taxes (now happily on 
their way to revision) are shown to check the supply of saving 
available to smaller or more risky enterprise, and to add to the 
instability of security values. The prospective large reserve 
accumulating from the proceeds of the Social Security taxes, is 
considered as a factor in the supply of and demand for investible 
funds at the discretion of fiscal policy. A suggestive chapter 
on short-period aspects of these problems, with special reference 
to the situation in the capital market in 1936 and 1937, closes 
Part II. 

Part III sets out briefly and clearly general alternatives of 
public policy which the modern state must face in its expanding 
role of arbiter of the saving-investment process. 

M. T. HoLitonp 
Girton College, 
Cambridge. 


Wages and Income in the United Kingdom since 1860. By A. L. 
Bowery. (Cambridge University Press. 1937. Pp. xix + 
151. 8s. 6d.) 


WHEN a statistician of Professor Bowley’s eminence gathers 
together in a single work the threads of investigations he has 
made over a long period of years, the book is bound to be indis- 
pensable to all students of the subject. In order to be as sure of 
Professor Bowley’s conclusions as the author himself has been 
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careful in stating them, the reader will find it necessary to con- 
centrate his attention seriously ; otherwise important qualifications 
will be missed which may have a significant influence on the 
ultimate results. Fortunately, Professor Bowley, in a dozen 
introductory pages, has sketched the broad outline of his con- 
clusions, and the general reader will find there the essential matter 
to which this review is but an introduction. 

How much better off is the British workman to-day than he 
was fifty or sixty years ago? That is an important question upon 
which an authoritative opinion would be valuable. But, without 
a definition of terms, no answer is possible. To be “ better off” 
is a state of mind that we have not learnt how to measure. Men 
may have higher rates of wages, and they may be able to buy with 
those wages a greater quantity and variety of commodities than 
was possible in times past, yet they may feel ‘‘ worse off,’’ because 
they take as standards for comparison the lives they see others 
enjoying to-day, rather than the lives experienced by their pre- 
decessors years ago. In other words, there is a subjective element 
in the standard which cannot be measured. Toestimate changing 
conditions statistically, the best we can do is to trace the general 
course of wages and make allowance for any parallel change in 
prices. We can then find what margin of income, if any, is avail- 
able, assuming the same things are purchased at different dates. 
In such an estimate no account is taken of new purchases that may 
become available, or of changes in quality when things nominally 
the same are bought. 

There are still other difficulties. A general index must be 
compiled from particular indices. But it is almost impossible to 
get strictly comparable figures of earnings, even for single in- 
dustries, or of prices for single commodities, covering a long period 
of years. This is unfortunate, because men in different industries 
may fare very differently at different times. To make the best 
use of the material available, it is therefore well that we can 
depend on the judgment of experts like Professor Bowley. What 
he has said of others is even more true of himself: “‘ The authority 
and experience [of the authors] may be held perhaps to compensate 
the absence of detailed evidence, for there are many checks of a 
kind not easily expressed in numbers, which a statistician can 
bring to bear on estimates which in less experienced hands would 
be mere guesses.”’ 

Taking as our standard the level of average wages or earnings 
in 1914, and expressing the results in round numbers, it may be 
inferred from the’author’s figures that the general index was some 
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30 per cent. below this level in 1880. At the same date wages in 
certain basic industries—agriculture, building, shipbuilding and 
engineering—were all about 20 per cent. below their 1914 levels. 
In the coal industry they stood nearly 40 per cent. below. By 
1936 the general index had almost doubled, rising to 190. Agri- 
cultural wages showed much the same improvement, but the 
increase in coal-mining was only 54 per cent. 

The psychological effect of mounting wages is stimulating, 
though, translated into goods, the climb may be less spectacular. 
Actually, when account is taken of the change in prices, the real 
gain can be measured by saying—again in round numbers—that 
the general index stood about 30 per cent. below the 1914 level in 
1880, and 30 per cent. above in 1936. In the agricultural industry 
it was some 20 per cent. and in the coal industry 40 below the 
1914 level in 1880; but the former index had risen 30 per cent. 
and the latter no more than 5 above that level by 1936. 

All industries, however, did not start levelin 1914. To correct 
for this, a table comparing weekly earnings in certain industries 
in 1935 can be used. Agriculture comes at the bottom of the list 
at 35s. 8d. Coal-mining stands at 44s. 10d., textiles at 49s. 2d. 
Twelve other industries are below the general average—under 
57s.—among them engineering and metals, building and con- 
tracting. Six, including transport, chemicals, gas, water and 
electricity, give a figure between 60s. and 70s., while paper and 
printing heads the list—75s. 5d. These rates, excepting that for 
agriculture, relate to boys combined with men, and the proportion 
of boys in each industrial sample of course affects the result. The 
average wage of an adult male is estimated at 23s. 6d. to 24s. in 
1880, 32s. in 1914, and nearly 60s. in 1936; and Professor Bowley 
provides hypothetical budgets showing roughly the standard of 
living attainable by a family of husband, wife and three school- 
children, with an income near the median of all incomes at different 
dates. Such a family, he estimates, spent about 16s. 1d. on food, 
3s. 6d. on rent, and 2s. on clothing in 1880. The corresponding 
sums spent in 1914 were 22s. 7d., 5s., 2s. 6d., andin 1936 33s. 10d., 
8s., 48. 9d. 

In later chapters the author discusses the extent of poverty, 
the amount of the national income and its distribution. Not the 
least valuable sections are the appendices and the bibliography. 
Attention is drawn to the fact that the proportion that wages 
form of the national income has remained remarkably uniform from 
1880 to 1935. It is suggested that this constancy is the more 
remarkable seeing that manual workers form a diminishing pro- 
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portion of the occupied population. But is it not yet another of 
many examples, such as better education, fewer working hours, 
and increased amenities for the use of leisure time, which illustrate 
the relatively improving standard of life of the working classes ? 
D. CaRaDoG JONES 
The University of Liverpool. 


Compensating Industrial Effort. By Z.C. Dicktnscx. (London: 
Macdonald and Evans. 1937. Pp. xi-+ 479. 17s. 6d.) 


DETAILED consideration of wage-structure and the methods 
of wage-payment are usually found in two sorts of books: the 
practical Principles of Industrial Organisation manual, and the 
industrial psychology-cum-welfare pronouncement abounding in 
allusion to the human factor. Though differing so widely in 
the letter and the spirit, both these sorts of book omit what to 
the economist appears vital. There is no reference to the supply 
price of labour, to real costs, to net advantages. No questions 
are asked about the effectiveness of wage differences in distribut- 
ing labour resources between industries, occupations and grades. 
No attempt is made to assess quantitatively the relative strength 
of the possible financial and non-financial incentives, deterrents, 
attractives and repulsives. 

It is this gap between the economist’s apparatus of thought 
about the stimulus to labour, and the detailed writing on the 
subject, that Professor Dickinson has started to fill in his Com- 
pensating Industrial Effort. The differential wage required to 
compensate differences in effort may be taken as the heart of his 
theme. Central chapters are devoted (Chap. VII) to the analysis 
and measurement of individual worker’s differences in industrial 
effort and productivity and (Chap. X) to differentials in the 
compensation for skilled grades of work, and (Chap. XI) for 
individual jobs. Statistical sources are then indicated (Chap. XII) 
from which the analysis may be checked objectively. 

Here, then, we find an economist following the lead of Adam 
Smith—not to mention the hint in Marshall’s notion of the net 
advantages—and trying to test by quantitative measurement the 
“ principal circumstances which make up for a small pecuniary 
gain in some employments and counterbalance a great one in 
others.”” Of the principal circumstances mentioned by Adam 
Smith, learning and the time needed to acquire skill and the 
“ small or great trust which must be reposed in those who exercise 
them,”’ are shown to be definitely taken into account by large- 
seale American employers in setting wage or salary rates. But the 
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differences in the earnings of individuals pursuing the same 
employment are discovered to be almost as wide as differences in 
the typical earnings of different employment. An investigation 
into 420 Philadelphian engine-lathe operators found the average 
hourly earnings per man to range from 40 cents to $1.38! Judging 
from the inquiries of the Industrial Health Research Board, varia- 
tions almost as wide are found in individual productivity and, 
consequently, piece-earnings in single English employments. 

How, in view of these differences between the circumstances of 
employment, and between the productivity of the persons em- 
ployed, can a structure of wages be built up? In addition to the 
individual’s product, what is necessary to know is: (1) the 
standard task or time allowance for which (2) the base rate for 
that particular employment is paid, and (3) some formula com- 
bining product, task and base rate. To these three logical steps 
in wage determination Professor Dickinson devotes the most 
detailed consideration, illustrating from modern American business 
practice. After his thorough exposition, no textbook on wage 
methods can any longer omit the very crux of rate-setting— 
namely, the “‘ alignment ”’ of rates on different jobs so that for 
each job a man will feel that he is getting an income proportionate 
to the relative real cost in effort and skill that is involved. Pro- 
fessor Dickinson then proceeds to give the results upon efficiency 
of experiments with some of the wage formule that have been 
devised—and to consider incentives other than wages. These 
incentives include suggestion schemes—the results of which in 
eleven establishments are detailed in a Table; the Stakhanoff 
Movement; and profit-sharing among executives. 

Professor Dickinson became known to English readers by 
his book on Economic Motives; he is now seen to be pursuing 
this motive in its concrete manifestations. Instead of presenting 
sundry permutations of wage-formule that have been invented 
from time to time by various experts, and, as so many writers do, 
leaving it at that, he wants to know the wage-earners’ reaction to 
the formula. If there is an economic motive, does it respond 
more to this stimulus formula or that; or is the wage-earner 
pushed and pulled to do more work or take another job by some 
motive power other than economic? These are obviously the 
sort of problems the economist should be able to answer or get 
answered, if he wants to know the resources of labour at the coun- 
try’s disposal. Who knows how far a new stimulus might not 
make labour abound in new energy and overcome the scarcity it 
shares in theory with all other resources; or how far it might not 
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distribute labour resources over its alternative uses to better 
account? If the economist really wants an answer to these 
questions Professor Dickinson can guide his first steps in a book 


full of interest, and admirably planned. 
P. SARGANT FLORENCE 


The University, 
Birmingham. 


Consumers’ Co-operation in Great Britain. By A. M. Carr- 
SauNDERS, P. SarGANT FLORENCE, ROBERT PEERS and 
others. (London: Allen & Unwin. 1938. Pp. 556. 14s.) 
To review a work of this size, edited jointly by a sociologist, 

an economist and an educationalist, and produced with the 

assistance of nearly every economist and statistician who has any 
interest in or acquaintance with co-operation, provides a very 
rigorous exercise in selection. Perhaps the most satisfactory 
method is firstly to outline its scope and contents, and thereafter 
to concentrate upon the more controversial of its conclusions. 
In their introduction the authors set themselves the task of 
providing a “‘ comprehensive examination of the aims, methods 
and results of consumers’ co-operation,’ designed to meet the 
needs of the genera! public, of co-operators, of economists, of 
social students, and finally of politicians. To attribute success or 
failure to the whole of a design of such dimensions is clearly 
beyond the power of a solitary reviewer, but as far as an economist, 

a co-operator and an occasional politician can judge, they appear 

to have succeeded admirably. 

The book opens with a brief, but adequate, historical survey, 
which throws into very clear relief the extent to which a series of 
historical accidents, rather than any ordered plan of progress or 
single principle, have shaped the development of consumers’ 
co-operation in this country. “This does not mean that the 
movement is lacking in practical idealism. . . . The question 
now is, whether it is possible to create out of all this a conscious 
movement with a deeper and wider understanding of ultimate 
aims and a common will to achieve them.” 

The conclusion of this first section, quoted above, sets the 
tone for the succeeding chapters. How far is the movement 
practical, i.e. what standard of efficiency is reached by the 
services which it provides? how far is its idealism conscious, 
i.e. to what extent do those directing co-operation recognise the 
social and finally the political implications of the actions they 
take and the progress to which they are committed? In replying 
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to these questions, the authors go in great detail into every 
aspect of co-operative organisation. 

From their study of co-operative retailing some very inter- 
esting evidence emerges. It appears that merchandise costs to 
retail societies tend to be well below the average of retail trade, on 
account of the services rendered by the Co-operative Wholesale 
Society. And, analysing operating costs, we find that “Co- 
operative retail organisation appears to effect economies as 
against all capitalist organisation on the score of administration 
and advertising; as against independent capitalist shopkeepers 
and department stores (but not chain stores) on the score of 
collections of debt and delivery : and against department stores 
on the score of rent.” In addition, it appears to be the case that 
the co-operative movement accumulates capital so easily that 
not only are the capital charges of the movement (wholly payable 
to its own members) very low, but a surprisingly large proportion 
of the total is invested “‘ outside.” 

The drawbacks complementary to these advantages are not, 
however, ignored. It is shown that there is a case to be made 
out for the view that the cheapness with which co-operative 
administration is obtained may ultimately be a disadvantage to 
the movement, because of the consequent poverty of personnel : 
it is, moreover, pointed out that in some degree the excess of 
reserve capital represents neglected opportunities for expansion. 
None of these opinions are new to those acquainted with co- 
operation and its problems, but they are here set forth with a 
wealth of evidence and a clarity of argument which are 
conclusive. 

On two points the book is, I think correctly, wholehearted in 
its praise. It recognises both the ethical attractiveness and the 
practical importance of a system of distribution which stands in a 
fiduciary relationship to the necessarily amateur retail purchaser. 
And it sees in the co-operative wholesale societies, despite a 
technique of direction which is somewhat incongruous with the 
scale of their operations, an achievement of technical as well as of 
social significance. 

On two points it is equally, and apparently equally correctly, 
critical. The first case is that of co-operative education : neither 
in teaching nor research does the movement seem to succeed 
in doing work commensurate with its needs and responsibilities, 
if the factual basis of the chapters concerned is correct. The 
second concerns the general lack of central control and co- 
ordination. If the strength of retail co-operation is as dependent 
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upon the efficiency of those functions which it has centralised as 
the very convincing chapters concerned therewith seem to 
indicate, this is a very grave fault. 

To summarise: this work is thorough and well-balanced. 
The courageous attempt in Chapter 22 to reconstruct the reactions 
to co-operative retailing of 7,500,000 consumers who are members, 
on the strength of 270 questionnaire forms, is perhaps its weakest 
point; and it may be considered by some that the treatment of 
management problems in Chapter 20 assumes that we know a 
little more definitely what constitutes ideal methods of admin- 
istration than seems to be the case. But only in the width of its 
scope and the wealth of detail does the fact that this book is the 
work of a committee become suspect from the context. Among 
monographs dealing with any single aspect of commerce and 


industry it stands unique. 
H. Smita 


Ruskin College, 
Oxford. 


Producer and Consumer. A Study in Co-operative Relations. 
By Margaret Dicsy. Edited by the Horace Plunkett 
Foundation. 2nd. Ed. (London: P.S. King. 1938. Pp. 
vi + 254. 8s. 6d.) 

As the sub-title indicates, by “‘ producer ”’ and “‘ consumer” 
is meant the co-operatively organised producer and consumer. 
This is justified in so far as the unorganised consumer has been a 
creature almost unknown in literature. The “ producer,’’ on the 
other hand, turns out to mean only the farmer producer. Between 
these two, or rather between consumers’ co-operative societies 
and farmers’ societies, have arisen a network of commercial 
relations which in the language of co-operation are called inter- 
co-operative relations, and which Miss Digby describes with 
comprehensive thoroughness. 

Historically, the relations in Great Britain between consumers’ 
co-operative societies and their wholesale societies on the one 
side, and the weak agricultural societies on the other, were simply 
the outcome of business relations, which finally made of the C.W.S. 
the central agency even of the agricultural societies, providing 
them with their agricultural requirements. In Scotland and 
Ireland the inter-trading has been less intense. On the Continent 
the inter-co-operative relations are even looser, though in some 
countries they are more systematically developed than in others. 
Much more important is the international inter-trading which is 

















1938] DIGBY : PRODUCER AND CONSUMER 299 


the natural outcome of business relations between the great 
wholesale societies and the agricultural co-operative societies 
overseas, Which in the Dominions control some branches of the 
export trade. 

There must also be taken into account the endeavour to 
expand the co-operative sector of the world’s economy. This 
tendency has been fostered by inquiries and discussions organised 
by the International Co-operative Alliance and by the International 
Labour Office under the guidance of Albert Thomas, with the 
aid of the International Institute of Agriculture in Rome. A 
special committee for inter-co-operative relations has been 
established in Geneva to collect information and to plan for 
further progress. But the course of development of these relations 
makes it immediately evident that it is only the consumers’ 
co-operative societies that are enthusiastic supporters of the 
further development of co-operative inter-trading. The producers 
have regarded it simply as an opportunitv to sell their produce at a 
better price. 

The present, and probable future, importance of the co-opera- 
tive economy in different countries is discussed in Chap. IV. 
It contains the most impressive display of comparative statistical 
data on this topic which I have anywhere read. Once more it 
becomes evident that Europe is the mainland of co-operation. 
If Russia is set aside, as it should be, the industrial societies of 
Finland are found to handle the largest percentage of their 
national distributive trade (30 per cent.); then follow Great 
Britain and Esthonia with 15 per cent., Sweden and Switzerland 
with 11 per cent., Belgium and Denmark with 10 per cent. But 
of the whole turnover in Europe (excluding Russia) more than 
half is British. The agricultural co-operative sales are naturally 
much bigger in the countries exporting agricultural products. 
If the figures for the whole world are combined, we find that the 
consumers’ co-operative societies have 24,600,000 members and 
a turnover of £462,700,000, while the agricultural co-operative 
societies have 15,000,000 members and a turnover of £832,000,000. 
Of the sales of the agricultural producers’ societies, only a fraction, 
therefore, can be made to the consumers’ societies, but this fraction 
is especially important, because it includes the main exports of 
certain countries in which the latter are to the extent sometimes 
of 95 per cent. in the hands of agricultural co-operation. 

In the post-war years, and especially since the onset of the last 
depression, the whole situation has changed, because agricultural 
co-operation has in many cases ceased to be voluntary and inde- 
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pendent, and has become State controlled, and even obligatory, go 
that we are confronted by State-enforced and State-protected 
monopolies. These new circumstances are carefully dealt with by 
Miss Digby in this second edition of her book, which in consequence 
has been so changed as to become virtually a new one. It forms 
an entirely reliable guide through a great mass of new facts that 
are most difficult to survey. 

Miss Digby, in addition to presenting the facts, attempts to 
expound their theoretical significance. In her introduction 
she points out that the two main problems of co-operative inter- 
trading are those of economical handling and of the just price. 
In a sense, it is a problem, on the one hand, of the buying of the 
necessities of life by urban and rural populations and, on the other, 
of the selling of agrarian products. Free co-operation is now 
confronted with State-aided and compulsory co-operation, and 
it may well be asked if this is in any real sense, or at least in the 
old sense, co-operation. 

The conflict between these types of co-operation is precisely 
analogous to that between the free and the State-controlled 
economy. One type of mind will advocate the free economy and 
feel the inspiration of voluntary co-operation, another will cham- 
pion protection, a planned economy and State interference, and, 
while in no way sympathetic to the original principles of co- 
operation, will, on the other hand, feel attracted to the newer 
form, based upon parties or groups of interest. 

It is impossible to say what will be the future course of events; 
probably political influences will foster the trend towards State 
interference. But whatever the course, the study of these 
important developments is made much easier by Miss Digby's 
book, and every reader will feel indebted to her and the Horace 
Plunkett Foundation. 

Ernst GRUNFELD 
Berlin. 


Storage and Stability. By Brensamtx GRAHAM, with Foreword 
by Dr. Alvin Johnson. (London: McGraw-Hill. 1937. 
Pp. xix + 298. 15s.) 

In February last a farm bill became law in the United States 
designed to provide for the “ balanced ” production of cotton, 
wheat, corn, tobacco and rice by means of a highly complicated 
system of contol based on the Soil Conservation Law, which 
had been passed a short time previously. The new law is another 
addition to the comprehensive legislation designed for farm relief 
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in recent years; and in the discussions preceding its enactment 
the idea of an Ever-normal Granary was put forward as a safe- 
guard of the interests of the consuming population. This is 
really nothing more than the storage of reserve supplies of big 
crop years for use in times of crop failure. The new law contains 
no specific provision for an ever-normal granary, but it does 
embody certain loan and storage provisions that will permit the 
Administration to make use of the principle if it so desires. 

Mr. Graham’s work was written before the law assumed its 
final form. It is an interesting and important study of storage 
of commodities as a solution of economic problems. Surplus 
and unstable prices can, it is argued, be prevented by impound- 
ing on a composite basis excess supplies of primary commodities 
and issuing simultaneously currency notes backed by and con- 
vertible into the stored commodity units. Whenever there is 
over-production, wheat, copper, rubber and the other com- 
modities making up the monetary units will flow into the reser- 
voir, and corresponding amounts of money will be injected into 
circulation. If the reservoir gets too full, the great amount of 
purchasing power in the hands of the community will stimulate 
consumption and remove excess stocks. In this way currency 
will expand or contract as production (or, more accurately, as 
accumulated stocks) expands or contracts; and a monetary 
standard stable in value will be secured, a stability, moreover, 
maintained by impersonal forces, and not by the will of any 
official or group of officials, as is the case with the various managed 
currencies of to-day. Thus, the essential qualities desirable in 
any standard money can be realised. Further, it would not be 
necessary to abandon the existing currency immediately, if these 
new commodity reserve notes were instituted; for they would, 
having real values behind them, gradually come to command a 
premium over the other notes, reverse Gresham’s law and drive 
out the poorer money. A minor advantage claimed for the 
scheme from the American point of view consists in the value 
of the stored commodities as an element in military defence. 
There is also the insurance afforded by storage against drought, 
flood and other visitations of nature. 

The inclusion to a limited extent of non-perishable staple 
commodities as an element in currency reserves has been advo- 
cated before. The idea is implicit in many of the plans put 
forward during the last twenty years for the achievement of 
stability of prices. Indeed, discretionary variations in the price 
of gold and in emission of Government treasury bills are, it can 
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be argued, a kind of sub-conscious recognition of the principle 
that commodities should be paramount, and not gold or paper. 
The author argues his case convincingly for something more 
than such a limited extent, and attempts to handle the difficult 
problems which would be created for the United States by tlie 
international aspects of the plan if it were adopted. This part 
of his work is suggestive rather than complete. The book js 
a well-written and a stimulating study of a very important idea, 
J. G. Smira 





University of Birmingham. 


The International Distribution of Raw Materials. By Hermay 
Kranotp. (London: Routledge. 1938. Pp. xxiv + 269. 
15s.) 

PRoFEsSOR KRANOLD devotes seventy pages of statistical 
tables and a large proportion of the earlier part of his book to 
describing the sources of raw materials, including metals, minerals, 
and vegetable and animal raw materials. He claims on this 
basis to have “‘ dealt with some of the more important fallacies 
of our subject . . . (a) the importance of colonial productions; 
(6) the particular poverty of the ‘ Have-Nots’; (c) exploitation 
of the consumers by restriction of output; (d) damaging the con- 
sumers by embargoes on exports; (e) export discrimination 
against some nations in peace-time ’’; and with the further belief 
that governments can gain control of a material in peace-time, 
or that it matters whether they own it in war-time, since the 
governing factor in that case will be, not ownership, but “ military 
and sea-power.” He then goes on to a discussion of the political 
problems, and to an examination of the prerequisites of inter- 
national planning and of its methods. 

As an economist Professor Kranold has, I think, performed 
the first part of the task he set himself well. He fails, however, 
to deal with the argument that there is in all capitalist countries 
a strong desire for opportunities of investment abroad when 
larger returns can be obtained than at home upon such invest- 
ment, and that such desire is backed up by the determination 
to ensure as far as possible that investment shall be made in 
subject territories whose friendship can be ensured and whose 
frontiers defended. To pull down the rather shoddy fagade of 
the case for ‘‘a just distribution of raw materials’”’ is not of 
much use unless we cope with the substantial, if ugly, building 
behind it. 

The gulf between economic and political inquiry is nowhere 
more important than in the field which this book covers. So 
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much has been produced of a factual character on the economic 
side, so much of a polemical character on the political side, that 
the sole justification for a book like this is that it attempts to 
bridge the gulf, by discovering what lies behind the latter in 
the realm both of the former and of political reality. Professor 
Kranold in substance claims to show “ the objective futility of 
the endeavours to get access to more raw materials by conquest ”’ ; 
if that seems true in peace-time in a world where non-discrimina- 
tion is the practised policy, it does not follow that non-discrimina- 
tion is bound to continue, nor that exploitation of materials is 
not something for which States seek opportunities on behalf 
of their citizens and their war departments. Nor does Pro- 
fessor Kranold succeed in proving that such access is valueless 
in time of war. 

“Germany needs ore,” says Herr Hitler. ‘“‘ That is why 
we want a Nationalist Government in Spain.” And we may 
point to the actual direction of German occupation into Northern 
Spain and Spanish Morocco, from which iron ore comes. Is 
this an accident? Is it irrational? Given the actual political 
conditions, I do not think it is, despite Professor Kranold. For, 
to take the example of Italy in Abyssinia, it is widely believed 
that sanctions, had they included an oil sanction, would have 
been successful in vindicating the rule of law. But would not 
Italy’s position have been stronger had she controlled oil supplies 
in Asia Minor? And what of Germany and oil in Rumania ? 

These problems are not solved in this book. They can be 
solved, but not if—from a too compartmentalised inquiry which 
makes improper non-economic assumptions—we arrive at the 
conclusion that they are merely “important fallacies” with 
nothing behind them. H. R. G. GREAVES 

London School of Economics. 


The International Economic Position of Argentina. By V. L. 
PHELPS. (Philadelphia: University of Pennsylvania Press. 
London: Humphrey Milford: Oxford University Press. 
1938. 14s.) 


ARGENTINA is an outstanding example of a new country 
whose rapid economic development has been built upon the twin 
and interconnected foundations of inflow of foreign capital and 
export of a narrow range of commodities. The manner in which 
this basis has rendered Argentine economy highly susceptible to 
the influence of external factors, especially in the disturbed world 
conditions since 1914, and the financial and fiscal measures that 
have been adopted by Argentina to meet them, form the back- 
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ground of Mr. Phelps’ study. His method has been to utilise the 
somewhat incomplete available statistical material to build up 
with considerable ingenuity tables and charts relating to the 
country’s international accounts, and to deduce from them ob- 
servations on changes in the balance of payments, movements of 
capital, terms of trade and monetary policy. In all this he has 
made frequent reference to the leading authorities on international 
trade and finance, pointing out as occasion arises illustrations from 
his case which confirm or contravene theoretical conclusions; 
in particular, he shows how, faced with the choice between 
external instability of the peso and violent internal economic 
dislocation, Argentina chose the former, thus illustrating the 
principle that the gold standard has forced adjustments which 
countries having a large stake in international trade found 
impossible to make in practice. 

The book as a whole is a competent and well-reasoned piece of 
work. A concise account of the Argentine economy is followed 
by six chapters on the Argentine international accounts and 
related matters. There is a survey of the competitive factors in 
the import trade of Argentina in which the American standpoint 
is clearly put, but not unduly stressed, and also an account of the 
foreign commercial policy of Argentina: the policy of bilateralism 
adopted in recent years by Argentina in its traderelationshas given 
the United Kingdom an “ artificial ’’ advantage over the United 
States in supplying the Argentine market; the Ottawa agree- 
ments “‘ had a profound influence on Argentina,”’ and caused her 
to embark upon a policy of greater economic self-sufficiency, 
“from which there will be no turning back.” Mr. Phelps has 
produced a book which will well repay careful study by those 
interested in Argentine trade and finance. Misprints are remark- 
ably few, and similar care appears to have been taken in compil- 


ing the statistical and other data. 
E. W. SHANAHAN 


London School of Economics. 


Danish Agriculture—its Economic Development: A Description 
and Economic Analysis centring on the Free Trade Epoch 
1870-1930. By Ernar JENSEN, Principal Agricultural Econ- 
omist, United States Department of Agriculture. (Copen- 
hagen: J. H. Schultz. 1937. Pp. 417. $3.75.) 


Tus is a book of rare value to English readers because it 
fulfils at least three wants. First of all, with Denmark as a 
background, it is an analytical treatise in agricultural economics, 
in which due weight is paid to geography and technique on the 
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one hand and to monetary factors on the other. Secondly, with 
Danish history as a background, it reveals the steady up-building 
of a social economy resting on agriculture and distinguished by 
its blend of stability and liberalism. The sub-title of the book 
is important. The early history is a prelude to the free-trade 
epoch of 1870-1930, and Danish experience is of particular 
interest to England, because it was England’s policy of free 
trade which made possible the peculiar evolution of Denmark 
as the specialised supplier of an industrial market overseas. 
Thirdly, the book is the most recent exposition of Danish co- 
operation, but even here constant footnotes remind us that the 
position considered is that of 1930 or earlier, and not the depres- 
sion years following 1930, which, if they are symptomatic of a 
profound change in the conditions of foreign trade, threaten 
Denmark with a loss of many of the advantages on which its 
economy has rested hitherto. 

Among the many points of outstanding interest the following 
may be given by way of illustration. Danish co-operation is 
rooted in its regal, manorial and cultural past. The absolute 
government which came into power in 1660 protected the peasant 
class, and when in 1788 the transition was made from a manorial 
economy with open fields and bonded peasant labour to enclosed 
farming by free labour, the result was not to destroy the peasant 
class. Laws and public policy prevented throughout the letting 
down of peasant holdings. These holdings were not tiny hold- 
ings, but substantial farms of 40 to 140 acres, and beneath them 
was a small but equally guarded class of cottars. The peasants 
and cottars of the eighteenth century are the precursors of the 
farmers and smallholders of to-day. 

Between 1830 and 1870 Denmark was a considerable exporter 
of wheat and cattle. An important point made by the writer 
is that the change to animal husbandry based on dairying was 
well under way before the disturbance caused to wheat prices 
by importations from America. For under the new enclosed 
economy the soil was mined, and the large estate owners saw 
that this must be corrected by increased use of livestock on the 
land. The manors pioneered the improved dairying, which later 
assumed the co-operative form. But co-operative dairying was 
technically impossible until the cream-separator had made it 
possible to handle quickly the milk of surrounding farmers after 
this had been shaken up by transport from the farm to the 
dairy. A further invention—pasteurisation—made it safe to 
return the skim milk of the co-operative dairy to the farmers 
for hog-raising without risk of spreading disease among the 




















306 THE ECONOMIC JOURNAL [JUNE 


livestock. The co-operative dairy was built up by the middle- 
sized farmer, but to the smallholder the advantage was even 
greater. ‘‘ For the farmer with a few cows, production of butter 
and cheese of passable quality had been out of the question. 
Now even their small quantities of milk were picked up by the 
hauler daily, and by efficient methods manufactured into butter 
which sold at the same high prices which had previously been 
obtained only by the large manor farms.” 

The year 1844, so famous in English co-operative history, is 
famous also in Danish because in that year, at the inspiration of 
Bishop Grundtvig, was established the first folk-school in Slesvig. 
When this territory was lost to Germany the school was moved 
to Askov, and by 1870 there were some sixty to seventy such 
schools in the country, attended mainly by the sons and daughters 
of farmers. These schools extended the communal outlook. It 
is the custom in Denmark for the children of farmers to work for 
hire and board with other farmers. The farmer’s own family, 
workers from other farm families and the permanent wage-earning 
cattlemen eat at the same table, and this democratic spirit was 
continued in the folk-schools. As has been often remarked, the 
schools do not teach technical agriculture, which is provided for 
elsewhere, but literature, civics and other elements in a liberal 
education, and it is here that the co-operative spirit of Denmark 
has been built up. The peasants are willing to forgo a petty 
gain in the present in return for group advantage in the future. 

This book is such an admirable blend of all the qualities 
required in a treatise on rural economy that we may commend 
it without reserve. The charts and photographs are numerous 
and excellent, and as the author is a Dane in the service now 
of the United States, he is always intent on relating the experi- 
ence of his native land to the larger and rougher experience of 
the great continental areas. Adam Smith would have delighted 
in this book, for it illustrates exactly what he would have con- 
sidered the natural progress from agriculture to industry. Den- 
mark has only some 30 per cent. of its people engaged in agri- 
culture. In Copenhagen lives one-quarter of the population. 
Denmark has shipping, banking and manufacturing which are 
associated with its great export industry of agriculture, and it 
has also large industries for supplying the civilised wants of its 
rural and urban population. This it has obtained under what 
the author prettily terms a system of “ near free trade.” 

C. R. Fay 
Cambridge. ; 
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Men Without Work. A Report made to the Pilgrim Trust, with 
an Introduction by the ARCHBISHOP OF YORK and a Preface 
by Lorp MacmiLLan. (Cambridge University Press. 1938. 
Pp. xii + 447. 7s. 6d.) 


THERE must be few readers of this Jowrnal who have not been 
awaiting with keen expectation the results of the inquiry into 
problems of unemployment which has been known to be proceed- 
ing for some time past under the supervision of the Archbishop of 
York’s committee, and with the financial assistance of the Pilgrim 
Trust. The Report now published fully justifies those expecta- 
tions and does credit to the committee, to Miss Iredale, its 
secretary, and to Mr. W. F. Oakeshott, Mr. A. D. K. Owen, 
Dr. H. W. Singer and Dr. Wagner, who with her have been 
responsible for the investigation and the writing. 

The primary purpose of the inquiry was to make it possible to 
judge the efficacy of various types of voluntary work which is now 
being done for the unemployed. Is its scope sufficiently wide ? 
Is its direction suited to the real needs of those that it is intended 
tohelp? Any answer to such questions must involve a knowledge 
of who the unemployed are, how they are living, what they 
are thinking, what are their difficulties and cangers. The result- 
ing study has thus inevitably transcended the narrower limitations 
of its more immediate and practical purpose, and has done much 
to provide us with a more complete understanding of the funda- 
mental issues of unemployment than we had possessed hithertc. 

Any such study is bound to start from the basis of the data 
provided by unemployment insurance statistics. The present 
investigators have found it possible to glean yet a little more 
from this source. They begin by emphasising the fundamental 
distinction between long- and _ short-period unemployment, 
meaning by the former unemployment that has been continuous 
for more than a year. The number of the long-period unemployed 
in September 1929 was probably no more than 53,000, of whom 
some 38,000 were coal-miners. By July 1933 the number had 
risen to over 480,000. As recovery proceeded it began to fall, 
but not to a figure comparable with that of 1929. By the end 
of 1936 it was still in the neighbourhood of 300,000. The 
practical problems of these long-unemployed men are quite 
distinct from those of the short-unemployed, and it is with their 
problems that this book is exclusively concerned. 

In judging the extent of the problem it must be remembered 
that this figure of 300,000 represents only those who have been 
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continuously unemployed for more than twelve months. As the 
authors point out, the man who gets work only every Christmas 
for the Post Office during the rush will be grouped not among the 
long-unemployed, but for most of the year in the categories of 
the short-term and middle-term unemployed. But clearly his 
real needs and problems are not a whit different from those of the 
long-employed, and if we wish to get any accurate impression of 
the extent of the problem we must make some allowance for 
these men. At the end of 1936, in addition to the 295,300 men 
unemployed for more than a year, there were 111,315 unemployed 
between 6 months and 12 months, and a further 124,184 unem- 
ployed between 3 and 6 months. Any of the long-unemployed 
who had worked during the previous summer on road schemes 
would be in one of these classes. It would be unfortunate if 
a casual reader of this book obtained the impression, as he well 
might, that of the unemployed at the end of 1936 over 1,000,000 
were merely in transit from job to job, and only the 250,000, to 
which the 295,300 is somewhat mysteriously reduced, afforded a 
serious problem. That figure is very probably more than 50% 
too low to indicate the extent of the real problem. The only 
satisfactory test of long-unemployment must be based upon the 
history of work periods of the employed and unemployed. It is 
not of course the fault of the investigators that this basis was 
lacking. Can the Ministry of Labour be persuaded to provide a 
sample investigation for a period that could be used as a check 
and supplement to this work ? 

Any substantial addition to knowledge had clearly to be sought 
in the field. It was decided to investigate approximately a 
thousand cases distributed in six towns. The choice of towns was 
not easy. Ultimately it fell upon Deptford, Leicester, Liverpool, 
Blackburn, Crook, and the Rhondda. The first two represented 
the more prosperous midlands and south-east; Liverpool repre- 
sented a city with one main declining industry, the port, and a 
wide variety of others; Blackburn represented the severely 
depressed cotton towns; Crook and the Rhondda stood for the 
problem of the derelict or depressed coal areas. Each in its own 
way is typical of many other towns in other parts of the British 
Isles where long-unemployment exists. Just how typical, it is 
by no means easy to say. The authors are at pains to argue 
that their selection may be accepted, without weighting or adjust- 
ment save in minor matters or for particular purposes, as a sample 
of the whole. Here many readers may feel sceptical. The only 
tests to which, in the Report at least, they submit the sample are 
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those of geographical distribution and age and sex distribution. 
By none of these is the sample wholly satisfactory. There is 
too much of the north-west and too little of the north-east of 
England, and none of Scotland which is excluded from the 
subsequent discussion. There are too few of the very young 
long-unemployed and too many women. A more serious criticism 
is that the sample is not, in the Report at least, tested by industrial 
distribution. Of 1000 actual long-unemployed in July 1936 only 
27 were dock and harbour workers and 123 were coal-miners, 
while 95 were shipbuilders and repairers, 57 were iron and steel 
workers, and 31 had been engaged in general engineering. There 
is no table of the former occupations of the men in the sample, but 
Deptford and Liverpool must surely overweight the waterside, 
casual labour, source of long-unemployment, and Crook and the 
Rhondda the coal-miners. The other industries mentioned, and 
the type of unemployment that is so familiar on Tyneside and in 
Dowlais and Merthyr and other steel towns goes unrepresented. 
This may not matter in regard to the more general issues, but it is 
not at all unlikely to be of importance when we come to such 
questions as the psychological attitude to renewed employment. 
The skilled engineer may not improbably retain hope of ultimate 
absorption into some other branch of the trade, in circumstances 
in which the miner cannot but feel that his peculiar skill is scarcely 
capable of transfer to another coalfield, let alone to a wholly 
different industry. It is, perhaps, unfortunate that the authors 
have forced into such prominence in the opening chapter this 
issue of the adequacy of the sample which to the layman must be 
very difficult, to the expert is in need of more proof than can 
be adduced in a book designed for popular reading, and which, 
when all is said, is of relatively secondary importance. For 
whether or not it happens to be precisely true that long-unemploy- 
ment in England and Wales was at a particular date a uniform 
multiple of the cases that have been investigated, these in- 
vestigations unquestionably throw a flood of light on the problems 
everywhere. 

Within the towns themselves the selection of cases was made 
at random from the live register of the Unemployment Assistance 
Board. It contained 1086 persons, 938 men and 148 women, of 
whom 760 men and 120 women were successfully visited. The 
cases were not equally distributed between the six towns. As 
many as 273 were in Liverpool, and as few as 89 in Leicester. 
The number chosen was dictated partly by practical considerations, 
partly by the extent of local long-unemployment and by a view 
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regarding the national importance of a type of problem par- 
ticularly associated with each place. 

The main purpose for which the sample results are employed 
is the measurement of what the authors have called “ residual ” 
and “ industrial ’’ unemployment. The former is unemployment 
due to personal causes, and is found even where the demand for 
labour exceeds the supply; the latter is due to insufficiency of 
demand. This division is so interesting, and so certain to be 
used by other writers, that it would be well to emphasise some of 
its difficulties. Like most statistical dichotomies it involves the 
artificial separation of instances which in practice shade into each 
other. ‘Residual’? long-unemployment has been calculated by 
discovering the extent and age-distribution of long-unemployment 
in the two towns, Leicester and Deptford. It is then assumed that 
throughout the country the “residual” unemployment will be 
the same proportion of the employed population as in those two 
towns, and that its age distribution will be similar. Any excess 
of long-unemployment is regarded as being due to “ industrial ” 
causes and the excess in each age group measures the extent of 
“industrial long-unemployment”’ at that age. Clearly the 
extent of ‘“ industrial long-unemployment,” as calculated here, 
depends upon the accuracy of the measurement of “ residual 
unemployment ”’ and this in turn upon the adequacy of the 
evidence of Leicester and Deptford. If all six towns are a 
somewhat uncertain sample of long-unemployment as a whole, 
these two towns are surely a very insufficient sample of the 
condition of full employment. In Leicester, for example, the 
extent of long-unemployment is largely dictated by the contraction 
of the labour demands of the boot and shoe trade. If full employ- 
ment had been reached by a different route, by more demand, let 
us say, for boots and shoes and less for buildings, residual 
unemployment would almost certainly have been substantially 
different, and the relative measures of “industrial” and 
“‘ residual ’”’ unemployment in the country as a whole would have 
been modified. In effect “ residual ’’ unemployment is associated 
with Jack of industrial mobility, “‘ industrial ” unemployment 
with lack of geographical mobility. That would not perhaps 
matter if the authors had not introduced a moral flavour into 
their distinction; but if it is to be regarded as the fault of the 
man that he cannot find employment, if living in Leicester he 
possesses aptitudes for the wrong industries, but the fault of the 
system if living in the Rhondda he is similarly incapacitated, then 
the distinction had best be discarded immediately. There is no 
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reason to think that lack of industrial mobility is a crime, while 
lack of geographical mobility is a misfortune. The fragility 
of this concept is best illustrated from the figures. One would 
expect the “ residual ’’ unemployed to remain a relatively constant 
proportion of the whole insurable population, if the economy is 
making a more or less uniform technical progress. In fact 
“residual”? long-unemployment as here measured is more than 
50 per cent. greater than the whole of long-unemployment in 1929. 
The authors estimate that “residual’’ causes would account for 
77,300 and “industrial” causes for 172,700 of a total of 250,000. 
Of the younger men about 10-12 per cent., of the older as many 
as 55 per cent. were unemployed for “residual ”’ reasons. 

The most interesting results of the inquiry are those concerned 
with psychological problems, and with the kindred problem of the 
ends and means of the voluntary organisations if they are not to 
destroy the feelings of independence and self-respect which count 
forso much. But one cannot read these sections without being 
confronted with the central issue which, though it is implicit in 
all that they say, is nowhere directly discussed by the authors. 
What attitude to unemployment do we wish to create in those 
who are, despite themselves, condemned to long-unemployment ? 
Should it be an attitude of defiant discontent, spurring them 
continuously to further fruitless attempts to discover work, 
or should we welcome an attitude of acceptance of the inevitable ? 
The authors obviously feel sympathy with the attitude of defiance, 
and clearly it is in some measure at least associated with higher 
standards of home life and a more persistent struggle against the 
deteriorating effects of poverty. But they are forced to admit 
that among the happiest are those who have achieved adjustment 
by letting go any attempt to maintain respectability and the 
outward conventions. 

The standards were markedly different in the different towns. 
Those towns which had in the past enjoyed high wages, and 
where on the basis of high wages there had been built a higher 
level of personal culture and self-sufficiency, the Rhondda and 
Crook in particular, were managing, even after long-unemploy- 
ment, not to sink so low as those towns which, like Liverpool, 
had always suffered from poverty. No reading, indeed, of this 
book can fail to leave the impression that the general problem of 
low wages is scarcely less serious than the problem of unemploy- 
ment. What the investigators have found regarding the physical 
conditions of the unemployed cannot be widely different from that 


which must be true of those who are employed at wages that 
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scarcely if at all exceed the Unemployment Assistance Board’s 
scales. Wages of adult men both in Blackburn and in Liverpool 
were found which were not above 30s. for a full week, and the 
authors have felt themselves compelled to discuss the problem 
of family allowances, if only as a means to prevent the anomaly 
of unemployment assistance exceeding income from work, and 
the danger of the desire to find work disappearing in such 
circumstances. Many of the problems concerned with the 
incentive to work will only disappear when the reward for work 
can be raised sufficiently above the bare minimum that is required 
to maintain a family in unemployment. There is a real danger 
that the chatterings of the technocrats may lead people to forget 
that the problems of poverty are yet very far from solution. 

The discussion of the methods and difficulties of the 
unemployed clubs cannot here be considered in detail. The 
investigators have formed a clear impression that success depends 
largely upon the ability to make these organisations spontaneous 
and democratic. Where they have partaken too much of charity 
and good works there has, despite generous expenditure, been 
little real benefit to either party. * But where the club has become 
a vehicle for the self-expression of the unemployed themselves, 
even though short of money and material, it has taken firm root, 
and performed a very valuable service in helping individuals to 
face or forget their difficulties. 

The report is little concerned with the causes of long- 
unemployment, except so far as they are personal causes. But 
no reader will be able to refrain from asking himself how much 
of this wastage is inevitable. <A large part of it is undoubtedly 
the price that we pay for industrial progress. Many of the older 
men were thrown out of work by mechanisation of mines, or 
by modification of the technique of manufacture, at an age at 
which they could not learn a new trade. Even in Leicester, 
with a demand for labour in excess of the supply, residual long- 
unemployment for reasons that were partly technical, partly 
personal, was to be found. But it is almost impossible to frame 
policy simply from a study of the failures. The fact is that we 
know practically nothing of the normal process of adjustment to 
rationalisation or technical change. For each man who remains 
unemployed, there must be several re-employed, some success- 
fully, many hopelessly misplaced. Yet apart from an admirable 
study by Mr. Dawes! of the process of re-employment after the 


1 Economic JOURNAL, March 1934, p. 84, 
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closing down of the Penistone steel works, it is not easy to think 
of any investigation of this problem. 

There can be no doubt that this Report has greatly added to 
our understanding of many of the issues with which it deals. 
It maintains throughout an austere objectivity of treatment which 
scrupulously eschews the sensational and the sentimental. There 
are, perhaps, moments at which some might have welcomed that 
touch of intimacy which illuminated Dr. Bakke’s work, and which 
might here have served to drive home an important point. Many 
will be grateful that emotion has not been permitted to break 
down the detachment of doctor and patient. The task of a 
team working under direction, and with a responsibility to others 
for what is written, is never an easy one. This team has dis- 
charged its duties with commendable success. 

AusTIN ROBINSON 
Sidney Sussex College, 
Cambridge. 














NOTES AND MEMORANDA 


Mr. KEYNES AND ‘“ FINANCE ”’ } 


§ 1. Mr. Keynes offers his article in the Economic Journat, 
December 1937, as an attempt to bridge the gulf between himself 
and those who, like Professor Ohlin, have discussed the rate of 
interest in terms of the supply of and demand for loanable funds, 
and whose methods he has hitherto regarded as “ radically 
opposed to ”’ his own.? 

The first difficulty to be encountered in considering this offer 
is the fact that Mr. Keynes has, as it seems to me, altogether 
misapprehended Professor Ohlin’s position. (i) He attributes to 
him (p. 663) the doctrine that the rate of interest depends, on the 
supply side, on “ the supply of new credit due to ex-ante saving” 
(my italics). Now, Professor Ohlin, like others who have argued 
in terms of the flow of loanable funds,* has most carefully explained 
(Economic JouRNAL, September 1937, p. 425) that the supply 
curve of credit and the supply curve of savings, while related, are 
not identical: that the former may contain elements, e.g., dis- 
hoardings, which are excluded from the latter; and that it is the 
former, not the latter, which is directly concerned in the deter- 
mination of the rate of interest at any moment. (ii) There 
appears to be only a faint resemblance between Mr. Keynes’ and 
Professor Ohlin’s concepts of the difference between ex-ante 
and ex-post saving; and no resemblance at all between their 
concepts of the difference between ex-ante and ex-post invest- 
ment.‘ For this reason I shall, so far as possible, avoid these 
terms in discussing Mr. Keynes’ new position. 

1 In constructing this note, I have derived much assistance from an unpublished 
paper on the same theme by Dr. E. 8. Shaw of Stanford University, some of the 
main conclusions of which he has kindly permitted me to summarise in § 5 below. 

2 Economic JOURNAL, June 1937, p. 241. 

8 Haberler, Prosperity and Depression, p. 195; Robertson, Quarterly Journal 
of Economics, November 1936, p. 178. 

4 The significance attached by Professor Ohlin to these terms was explained 
by him in Economic JournaL, March 1937, p. 65. ‘‘ The business man who, 
after the closing of his accounts, finds that he has had a larger net income than he 
expected, and that therefore the surplus over and above his consumption is 
greater than his planned savings, has provided ‘ unintentional savings ’ which is 
equal to this extrasurplus. Unexpected new investment which, like unintentional 
saving, may, of course, be negative, can mean simply that stocks at the end of the 


period are different from what the entrepreneur expected.’ The reader is 
invited to compare this passage for himself with Mr. Keynes’ interpretation. 
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§ 2. The next difficulty is that within a few pages Mr. Keynes 
appears to give three different accounts of the process by which, 
and the moment at which, the illiquidity taken on itself by the 
banking system in the provision of what he calls “ finance ”’ is 
cancelled. 

(i) On p. 664 allusion is made to the fact that entrepreneurs 
sometimes repay bank loans out of the proceeds of new issues to 
the public; and we are led to expect that this is the liberating 
process to which Mr. Keynes is about to direct our attention. 
This expectation appears to be fulfilled on p. 669, where Mr. 
Keynes writes, ‘‘ On the other hand, there will always be exactly 
enough ex-post saving to take up the ex-post investment and 
so release the finance which the latter had been previously 
employing.” Does Mr. Keynes here wish us to understand that 
ex-post saving releases “‘ finance ’’ by being used for the purchase 
of funding issues? The words “ take up ” suggest that he does. 
The difficulty is that only a minority of bank loans in fact receive 
their quietus in this way. If all bank loans did suffer this fate 
soon after being expended, it would follow that under an over- 
draft system, where the requirements of “finance” are nil 
(p. 669), the volume of bank advances outstanding at any time 
would be insignificant : which is of course not the case. Thus 
I cannot feel sure that in this passage Mr. Keynes is meaning 
to do more than re-state his proposition (ii), to which accordingly 
I now pass. 

(ii) According to this account (p. 666, lines 7 ff), the lack of 
liquidity is automatically made good as soon as the bank loan 
is used, in the sense of being expended. I cannot see any founda- 
tion for this view. How is any revolving fund automatically 
released, any willingness to undergo illiquidity set free for further 
employment, by the mere act of the entrepreneur in spending his 
loan? The bank has simply become a debtor to other persons 
instead of to the borrowing entrepreneur; the borrowing entre- 
preneur remains a debtor to the bank; and the bank’s assets 
remain unchanged in amount and in liquidity—except indeed 
so far as they are reduced in amount, and the bank’s liquidity 
impaired, through part of the loan being withdrawn in legal 
tender money for the payment of wages, etc. 

(iii) In between the passages to which I have referred, 
Mr. Keynes appears to revert temporarily to the usual view that 
the liquidity of the bank is normally restored, not by the expendi- 
ture of the loan, but by its repayment out of the proceeds of the 
sale of the goods (whether consumption goods or capital goods) 
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in furthering whose production it has been used (pp. 667 bottom, 
668 top). In other words, he seems to agree for the moment that 
it is not merely “ finance ”’ in his special sense, but the finance 
(in the usual sense) of working capital or goods in process, which 
requires the existence of a revolving fund of bank loans, thus 
exercising continuous pressure upon the supply of willingness 
to undergo illiquidity. This seems, however, to be only a 
momentary lapse into “ orthodoxy.’’ Moreover it is evident that 
the repayment of a loan by an individual entrepreneur out of the 
proceeds of sale merely enables the bank, by lending the money 
to another entrepreneur, to keep the aggregate of working capital 
intact: it does not enable it to increase that aggregate, i.e., to 
maintain a positive rate of net investment. 

§ 3. If Mr. Keynes had made it plainer whether the liberating 
process to which he desires to direct our attention is the ex- 
penditure of a bank loan, or its replacement by a new issue, or 
its repayment out of the proceeds of sale, his olive-branch would 
be easier to scrutinise. In what follows I shall assume that, 
in spite of its very limited correspondence with real life, it is 
interpretation (i) above which represents his true intentions, 
I shall also assume that he wishes us to regard the interval between 
the expenditure of a loan and its replacement by a new issue as 
negligible compared with the interval between the contraction 
of the loan and its expenditure. This latter assumption removes 
Mr. Keynes’ model still further from real life; but it enables it 
to be formulated more simply, and it perhaps goes some way 
towards softening the conflict between interpretation (i) and 
interpretation (ii). 

The model can then be set out as follows. In period | entre- 
preneurs A plan capital outlay of value C,, and in preparation 
therefor borrow C, from the banks. In period 2 entrepreneurs A 
perform capital outlay C,, and entrepreneurs B plan capital 
outlay C, and borrow C, from the banks. Simultaneously the 
public buy new issues NV, (—C,) from entrepreneurs A, thus 
enabling them to repay C, to the banks at the same time as entre- 
preneurs B borrow C,. If C, = C,, the volume of bank loans and 
the rate of interest will remain constant; but if C, exceeds C,, 
i.e., if capital outlay is increasing period by period, the volume 
of bank loans will increase and, if the banks are not sufficiently 
complaisant, the rate of interest will rise. 

§ 4. In examining Mr. Keynes’ handling of this model, three 
questions arise, one of method and two of substance. How far 
has he gone (1) towards conceding the validity of the “ supply 
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and demand for loanable funds ”’ method of approach, (2) towards 
making explicit the influence upon the rate of interest of the 
underlying forces of (i) productivity and (ii) thrift ? 

As regards (1) I am afraid that for the moment Mr. Keynes’ 
olive-branch seems to me to add to the methodological confusion. 
I nourish a hope that he will yet come to agree that analysis in 
terms of supply and demand for money-to-hold at a moment of 
time, and analysis in terms of supply and demand for money-to- 
lend during an interval of time, are alternative methods of pro- 
cedure; and that, while neither is more than a first stage in the 
elucidation of the underlying forces governing the behaviour of 
the rate of interest, either, if carried through consistently, will 
give the same result as the other. But at present, in attempting 
to graft on to his old static apparatus such concepts as “ the 
flow of new finance ’’ and “ the supply of liquidity,’ 1 he seems 
to me to be engaged in breeding a monstrous hybrid between the 
two methods of approach, 

mpoobe Adwr, dmiBev 5€ Spdxwv, pecan S€ xipaipa. 

§ 5. (2) (i). Since, Dr. Shaw points out,? it is evidently 
the behaviour of the schedule of “ marginal efficiency of capital ” 
which governs the planned capital outlay in successive periods, 
i.e., which governs the volume both of C, and of C,, and since the 
movement of the rate of interest depends on the relation between 
C, and C,, productivity appears to be restored to something like 
its rightful place in directly governing the rate of interest from 
the side of demand. For this we may be duly thankful; and we 
may hope that the charges* that to hold this view involves 
circular reasoning, and confusion between the “ marginal efficiency 
of capital ’’ and the rate of interest, may be regarded as withdrawn. 

(ii) The status of thrift under the New Dispensation is less 
easy to determine. Mr. Keynes believes himself to have shown 
that in his new model “ the investment market . . . can never 
become congested through shortage of saving ”’ (p. 669). Now, 
in a sense this, as Dr. Shaw has ingeniously argued, is just the 
opposite of what he has shown. For N, (= C,) is, on Mr. Keynes’ 
definitions, the savings of period 2; and if N, (= C,) were greater 
than it is, the rise in the rate of interest in period 2 would, given 
the disposition of the banks, be less thanitis. That rise, therefore, 
so Dr. Shaw argues, can just as truly be ascribed to a shortage of 
savings as to a shortage of bank funds; so that, without apparently 

1 Which is not the same as “‘ the supply of money,” since persons other than 
banks contribute to it. 


* In the unpublished article already referred to. 
3 General Theory of Employment, Interest and Money, pp. 140, 165, 184. 
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realising it, Mr. Keynes has now introduced the volume of savings 
into his scheme as a determinant of the rate of interest.} 

This argument may perhaps be thought open to the following 
comment. Bound by the iron bands of Mr. Keynes’ terminology, 
the volume of savings in period 2 is irrevocably fixed at C,; and 
it is perhaps not very illuminating, though I do not think it is 
false, to describe a situation as due to a shortage of something, if 
we have so defined our terms that by no conceivable action could 
the amount of that something be increased. 

These verbal niceties, however, leave the real question of 
substance untouched. Suppose that in period 2 the public 
decide to spend more of their incomes on securities and less on 
consumable goods. Under what conditions will this decision 
tend to relieve the congestion in the capital market? Does 
Mr. Keynes hold that it will have no such tendency, unless indeed 
we happen to be at some rarely attained point described as “ full 
employment’? Or would he agree that in all but very extreme 
conditions it will have such a tendency, and that the conditions 
postulated in his model—namely, a rising hunger on the part of 
entrepreneurs for the control of funds—are precisely those in which, 
even if we are still far from that elusive point of “ full employ- 
ment,” this tendency is likely to be important * ? 

If he would agree to this, then his conclusion that “ the 
investment market . . . can never become congested through 
shortage of saving ” seems to me at best a mere bundle of words, 
diverting attention from the point of substance—namely, that 
congestion would be relieved by an increase of thrift. But if he 
would not agree, then there still remains, I think, outstanding 
between him and his critics, an important issue of substance, as 
well as that imperfect adjustment of terminologies whose causes 


I have endeavoured to expose in § 4. 
D. H. RoBEertson 


Mr. Keynes comments on the above : 
1. Now that we have got away from the idea of the rate of 
interest being dependent on saving and have reached the idea 


1 Dr. Shaw suggests that, while this conclusion is true of Mr. Keynes’ model, it 
can be seen even more easily if we vary the model in a direction which is far from 
unrealistic. Suppose that in each period entrepreneurs acquire their ‘‘ prepara- 
tory ” money by selling securities from their own portfolios directly to the public. 
Then in period 2 they will, at a given rate of interest, want to raise C, by the sale 
of securities, while the public will only provide them with: C,. The rate of interest 
will rise because the public’s savings are in short supply. 

2 The conditions under which an increase of thrift will promote capital 
outlay have been precisely formulated by Dr. Lange in an instructive article in 
Economica, Feb. 1938, p. 12. 
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of its being in some sense a monetary phenomenon, the remaining 
difference of opinion cannot be fundamental and agreement should 
be within reach. A large part of the outstanding confusion is 
due, I think, to Mr. Robertson’s thinking of “ finance ” as con- 
sisting in bank-loans; whereas in the article under discussion I 
introduced this term to mean the cash’ temporarily held by 
entrepreneurs to provide against the outgoings in respect of an 
impending new activity. It appears, unfortunately, that in 
endeavouring to build a bridge between my “ demand for cash ”’ 
approach and the “loanable funds” approach (which is some 
sort of hotch-potch between cash and saving), I have only managed 
to reinforce this confusion. Yet what I am trying to say is 
extremely simple and need put no soul into torment, though 
mine seems to find it easier than Mr. Robertson’s to disembarrass 
itself of its past misdeeds. Let me re-state it in one paragraph, 
before passing to the details of Mr. Robertson’s argument. 

2. The rate of interest is determined by the total demand 
and total supply of cash or liquid resources. The total demand 
falls into two parts: the inactive demand due to the state of 
confidence and expectation on the part of the owners of wealth, 
and the active demand due to the level of activity established by 
the decisions of the entrepreneurs. The active demand in its 
turn falls into two parts : the demand due to the time-lag between 
the inception and the execution of the entrepreneurs’ decisions, 
and the part due to the time-lags between the receipt and the 
disposal of income by the public and also between the receipt by 
entrepreneurs of their sale-proceeds and the payment by them of 
wages, etc. An increase in activity raises the demand for cash, 
first of all to provide for the first of these time-lags in circulation, 
and then to provide for the second of them. Thereafter the 
demand for cash falls away unless the completed activity is being 
succeeded by a new activity. A given stock of cash provides a 
revolving fund for a steady flow of activity; but an increased 
rate of flow needs an increased stock to keep the channels filled. 
When decisions are made which will lead to an increase in activity, 
the effect is first felt in the demand for more cash for “ finance.” 
For this reason, I put more emphasis than before on the 
“financial ’’ ingredient in the active demand for money, in 
the hope that this might help to reconcile different lines of 


1 As I tried to make clear in the most express language, e.g. Economic Journal, 
June 1937, p. 245 (bottom). Perhaps I misled him when I said that “in a 
simplified schematism ” we may suppose that ‘‘‘ finance’ is wholly supplied by 
the banks.” But the fact that cash may in certain conditions be obtained by 
means of a bank-loan implies that cash is not the same thing as a bank-loan. 
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approach. But I did not mean to ignore the second time-lag 
in circulation, which I had sufficiently emphasised on previous 
occasions. 

3. The answer to Mr. Robertson’s § 2 (p. 315 above) is that the 
demand for cash, due to the requirements of “ finance,”’ is auto- 
matically at an end as soon as the finance is expended. But I 
agree that the demand for cash due to the time-lag between the 
receipt and disposal of income, etc., has still to be provided for. 
When, however, the circulation-period is complete, the banks 
cannot keep the previous amount of cash outstanding at the same 
rate of interest, unless a new activity is coming along to replace 
the old activity or there is an increase in the inactive demand. [| 
am sorry that, not foreseeing this particular confusion and not 
thinking it necessary to re-emphasise that part of the active 
demand for cash which I had sufficiently emphasised before, I 
telescoped this part of the argument. 

4, The fact that any increase in employment tends to increase 
the demand for liquid resources, and hence, if other factors are 
kept unchanged, raises the rate of interest, has always played an 
important part in my theory. If this effect is to be offset, there 
must be an increase in the quantity of money. For the conclusion 
that an increase in investment (assuming that it is associated 
with an increase in employment in general) will have the effect 
of raising the rate of interest, if the quantity of money is kept con- 
stant, Mr. Robertson might have given references to my General 
Theory of Employment (e.g. Chapters 13 and 15 and the summary 
on pp. 248-9), or indeed to a very explicit statement to this effect 
in the actual article of mine on which he is commenting (Economic 
Journal, Dec. 1937, p. 667), as well as to an unpublished paper by 
Dr. Shaw. But there is nothing in that to rehabilitate the theory 
that the rate of interest is fixed by the interaction of the supply 
of saving with the demand for investment as determined by the 
marginal efficiency of capital. Since Mr. Robertson now accepts 
the idea of the rate of interest as being dependent in some sense 
on the demand and supply of money or credit, why should he 
believe (§ 5, p. 317 above) that these discussions about the rate 
of interest as a monetary phenomenon modify my former strictures 
against the conception of the rate of interest as being determined 
by the interaction of the demand for capital with the supply of 
saving ? 

5. I leave the reader to judge the substance of § 5 (2) (ii) on 
p. 317. To me it seems a very bold confusion between the supply 
of saving and the supply of cash (and also between the schedule 
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of thriftiness and the actual amount saved). If the congestion 
of the market were due to a shortage of savings, it could only be 
relieved by an increase of savings. In fact it can be relieved, and 
can only be relieved, by an increase of cash (the amount of activity 
and the inactive demand for cash being assumed unchanged). 

6. My answer to Mr. Robertson’s question on p. 318 is, I 
hope, fairly obvious in the light of what I have already written. 
The congestion in the capital market can only be relieved by some- 
thing which reduces the demand or increases the supply of cash; 
the total demand for cash being partly a function, as I have 
pointed out above, of the level of employment and income. If 
the reduction in consumption posited by Mr. Robertson leaves 
aggregate income unchanged, there is no reason to suppose that 
it will reduce the demand for cash or relieve the congestion. If, 
however, it leads to a reduction in income, the resulting diminu- 
tion in the demand for cash would help to relieve the congestion. 
Mr. Robertson does not explain whether incomes are supposed to 
be the same in period 2 and in period 1; nor whether by an 
increase of thrift he means an increase of saving or a reduced 
propensity to consume; nor whether by “ the public deciding to 
spend more of their incomes on securities ” he means an increase 
in investment or a decrease in liquidity preference or both or 
neither. By these ambiguities the answer is made to appear less 
obvious than it would be otherwise. But whichever of the 
possible meanings Mr. Robertson intends, the above explanation 
provides the material for an answer. I fancy that what Mr. 
Robertson may have in mind is a reduction in the propensity to 
consume which leads to a fall in the rate of interest by reducing 
the demand for cash in the active circulation. In this case it is 
certainly not an increase in saving which has relieved the con- 
gestion, since there has been no increase in saving.* 

7. It is Mr. Robertson’s incorrigible confusion between the 
revolving fund of money in circulation and the flow of new saving 
which causes all his difficulties. Saving has no special efficacy, 
as compared with consumption, in releasing cash and restoring 
liquidity. I beg Mr. Robertson to reflect again on what I said 
about this in my original article.2 Consumption does just as 


1 In this connection Mr. Robertson refers with approval to an article by 
Dr. Lange which follows very closely and accurately my line of thought. The 
analysis which I gave in my ‘‘ General Theory of Employment ” is the same as j 
the ‘‘ general theory ” explained by Dr. Lange on p. 18 of this article, except 
that my analysis is not based (as I think his is in that passage) on the assumption 
that the quantity of money is constant. 
® Economic JouRNAL, Dec. 1937, p. 667. 
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well; in fact it does better, since an increase in wealth may 
involve a more or less proportionate increase in the inactive 
demand for cash. A given level of activity and income will 
involve the same active demand for cash, if the technical condi- 
tions governing the time-lags are the same, irrespective of the 
current rate of net investment and saving—irrespective, indeed, 
of whether there is any investment and saving. The fluctuating 
amount of cash required in the course of production and exchange 
on account of the above time-lags, bears no relation either to the 
amount of net saving and investment, if any, which ultimately 
emerges as the result of the activity in question, or to the fluctuat- 
ing amount of working capital locked up during the process; 
but depends on those business, banking and personal technique 
and habits, which are conveniently summarised under the term 
*‘income-velocity of circulation.” In short, I accept the usual 
view that the demand for cash in the active circulation is a 
function of income and of business habits, not of saving. The 
“finance,” or cash, which is tied up in the interval between 
planning and execution, is released in due course after it has been 
paid out in the shape of income, whether the recipients save it or 
spend it. There is, therefore, just as much reason for adding 
current consumption to the rate of increase of new bank-money 
in reckoning the flow of cash becoming available to provide new 
“‘ finance,” as there is for adding current saving.1 Until Mr. 
Robertson understands that, he will not grasp what I am driving 


at, however carefully I attempt to re-word it. 
J. M. K. 


SomME CoMMENTS ON Mr. Kaun’s REVIEW OF 
PROSPERITY AND DEPRESSION 2 


§ 1. In a recent contribution to this Jowrnal® Mr. Keynes 
admitted the validity of Mr. Robertson’s complaint that his con- 
demnation of classical economics is tantamount to “ shying at a 
composite Aunt Sally of uncertain age.’’ He has, furthermore, in 
the same article and in an earlier one, made some important 
modifications of his theory which seems to hold out the hope that 

1 As Mr. Lerner points out in an article printed above (p. 211), it is much 
simpler to add neither; though his analysis may be open to the criticism that he 


seems to concede too much to the view that the active demand for cash is a fune- 
tion of the current rate of investment, rather than of the current rate of activity 


in general. 
2 “The League of Nations Enquiry into the Trade Cycle,” Economic J ouRNAL, 


Vol. 47 (1937), pp. 670-79. 
3 “The ‘ Ex-Ante’ Theory of the Rate of Interest,’’ Economic JouRNAL, 


Vol. 47 (1937), p. 663. 
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the gulf between his theory and that of a number of other writers 
may be considerably narrowed—at least that part of it (the larger 
part to my mind) which is due to differences + in the terminology 
of different writers and inconsistencies within the terminological 
system used by any one writer or a group of writers. It is un- 
fortunate that these latest admissions and modifications by Mr. 
Keynes have not yet affected the thinking of Mr. Kahn, who still 
likes to refer to “ the classical theory ’’ without saying exactly of 
which writer and of what proposition he is speaking. As in some 
stage of the evolution of most religions, so in the development of 
those schools of economic thought whose members consider them- 
selves as the prophets of a new economic “ Weltanschauung,” 
there is likely to be a lag between the development of the theories 
of the master and the thinking of his disciples. 

I should like to try, in a few remarks, to narrow the ter- 
minological gulf between my system (and the body of doctrines 
which it represents) and that of the school of thought for which 
Mr. Kahn acts as “the official spokesman.’ This will, I hope, 
remove a number of misunderstandings on the part of Mr. Kahn 
as to what I wanted to say, misunderstandings for which I 
myself sometimes may have been responsible. 

§ 2. I could have foreseen (as Mr. Kahn quite rightlysays 2), and 
did foresee, that I should be taken to task for speaking of differences 
between savings and investment. In particular, “it does not 
bear examination ”’ according to Mr. Kahn to say that savings are 
running to waste if money is hoarded in the shape of cash or idle 
deposits. ‘‘If idle deposits are accumulated, they must, with a 
constant quantity of money, come from others, whose ‘ dis- 
hoarding’ balances the ‘hoarding’ of those who accumulate 
their savings in the shape of idle deposits ”’ (p. 671). 

This passage contains two propositions, which should be kept 
separate : (a) There can be no hoarding with a constant quantity 
of money, for each act of hoarding is necessarily balanced by an 
act of dishoarding on the side of somebody else (and vice versa). 
(b) There can be no excess of savings over investment. 

The first proposition can be easily disposed of. It rests on 
a confusion which pervades much of what has come from Cam- 
bridge in recent years. I, and most writers, mean by hoarding 
and dishoarding a decrease or increase respectively in the velocity 
of circulation of money (or an increase or decrease respectively 


1 Mr. Robertson has recently tried to separate these from differences in 
substance. (Cf. ‘‘ A Survey of Modern Monetary Controversy,” a paper read 
before the Manchester Statistical Society, 1937.) 

2 p. 671. 
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in the reciprocal of V, that is to say of the Marshallian ‘“k’’)1 
Hoarding and dishoarding either by an individual or by society 
as a whole is not defined, and cannot therefore be measured, in 
terms of a comparison of the amount of money held by one 
individual (or by all individuals) at different points of time. 
However, this definition of hoarding as meaning an increase in 
the quantity of money held is evidently the one implied by 
Mr. Kahn’s statement. If, on the other hand, hoarding (or 
dishoarding) is defined in the usual way, as being equivalent 
to, or implying a change in V (and k),? it has a time 
dimension. For an individual it must be defined as a change 
in the ratio of average cash holding to the volume of transactions 
(or income) per unit of time. Of course, for society as a whole, 
with a constant quantity of money, cash holdings are constant. 
But income (or the money volume of transactions) can change and 
does change, and this implies that some individuals hoard (or 
dishoard) without any compensatory dishoarding (or hoarding) by 
others. If A accumulates idle cash, that is to say refrains from 
spending a part of his receipts, the money must, of course, as 
Mr. Kahn says, have come from some other person, B. But 
why should B necessarily have dishoarded? Perhaps what Mr. 
Kahn meant to say was that the money must fail to go to C. 
(who might be identical with B.). C’s income and cash holdings 
fall, as compared with an earlier period. But it does not follow 
from this that C dishoards to the same extent. If any individual’s 
income and average cash holdings both fall by the same percentage, 
he does not dishoard. He may reduce his average cash holdings 
by more than his income has fallen, but he need not.3 

I am, however, pretty sure that Mr. Kahn means literally what 

1 I hope I need not point out in detail that some writers, when they speak 
of velocity of circulation, refer to all transactions, and others to income pay- 
ments only or occasionally to still other groups of payments or transactions. 
Hence there is an ‘“‘ income-V ” (“‘income velocity’) corresponding to an 
**income-k,” and a “transaction-V”’ (‘‘transaction velocity ’’) corresponding 
to a “ transaction-k.’”” Two other varieties, for example, are Professor Pigou’s 
** trade-velocity ’’ and Professor Viner’s “ final-purchases velocity.’’ The formal 
relationship, however, between V and k is in either case the same. It is 
furthermore irrelevant, whether we express all the magnitudes (quantity of 
money, volume of payments or income) in monetary or real terms, e.g., in wheat 
units as Professor Pigou does. On all this compare especially J. Marschak, 
“Vom Gréssensystem der Geldwirtschaft,” in Archiv fiir Sozialwissenschaften, 
Vol. 69 (1933). See especially the set of definitions on p. 493. 

2 Perhaps it would be better to call it a special case of a change in V, the 
latter being subject to changes for other reasons than hoarding. (Compare the 
following footnote.) 

8’ The analysis can, and for certain purposes must, be refined, e.g., by dis- 
tinguishing between various reasons for changes in V or k. V will change (a) if 
the habits of payment (e.g., length of income period) change, (b) if, with stable 
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he says: All the money that is held by anybody is hoarded. In 
other words all the money that exists is always hoarded and 
changes in “hoarding”? are synonymous with changes in the 
quantity of money.’ This is, however, not only an unusual, 
confusing and wasteful terminology—wasteful because it dupli- 
cates the term “ change in the quantity of money ’’—but also 
involves a contradiction, because at the same time Mr. Kahn 
describes hoarding as an accumulation of idle deposits. Evidently 
there is no room for the distinction of idle and active deposits, 
if we confine ourselves, for the purpose of determining the amount 
of hoarding, to comparing the quantity of money in existence at 
different points of time.* 





‘ > 


habits of payment some money is “‘ withheld from circulation,” or (c) if money 
flows into spheres or regions (say agriculture) where its velocity of circulation 
is smaller than in those spheres whence it came. Some writers may prefer 
to reserve the term ‘‘ hoarding” for phenomenon (b). There is, of course, 
no objection against such a usage. Perhaps it would be appropriate to speak of 
hoarding in a wider sense and hoarding in a narrower sense. The distinction 
is obviously related to Mr. Keynes’ distinction between the transaction motive 
and other motives for holding money. However, what has been said in the text 
is not affected by these refinements of detail. (I realise now that I should have 
gone into all this in my book. I did not do so, because I did not want to enter 
into competition with elementary text-books.) 

1 This is strongly indicated by the fact that the same mistake of defining hoard- 
ing without a time dimension has been made by Mr. Lerner in his article ‘* Mr. 
Keynes’ General Theory of Employment, Interest and Money ” (International 
Labour Review, Vol. 34, 1936, pp. 435-454). (This account of his theory has been 
read and approved by Mr. Keynes himself.) On p. 445 Mr. Lerner says: ‘* The 
question ‘ Can the society hoard?’ means, then, nothing else than ‘Can the 
society increase its store of money.’”’ ‘“‘If the monetary authority does not 
increase the amount of money it is impossible for the society to hoard.” “If 
the monetary authority does: increase the amount of money, then there not 
merely can be net hoarding by the whole society, but there must be net hoarding 
exactly equal to the increase to the society’s holdings of money.’ (Italics in the 
original.) This confusing definition of hoarding spoils Mr. Lerner’s argument 
to a large extent, because he imputes his unusual meaning of hoarding to other 
writers. Mr. Lerner refrains, however, from characterising hoarding as the 
accumulation of idle deposits and hence is able to avoid the contradiction in 
which Mr. Kahn becomes involved. Mr. Harrod, in his review of Lundberg’s 
Studies in the Theory of Economic Expansion (Zeitschrift fiir Nationalékonomie, Vol. 
VIII., 1937, pp. 494 et seg.), makes exactly the same mistake as Mr. Kahn. 

? Should it not have occurred to Mr. Kahn that the idle deposit of person A 
may have its origin in an active deposit of B, and that hoarding would find its 
expression in a rise in the proportion of idle deposits to total deposits (or to 
active deposits) rather than in an increase in total deposits? (This applies also 
to Mr. Keynes’ article ‘‘ Alternative Theories of the Rate of Interest,” this 
JouRNAL, 1937, pp. 250-251.) 

Moreover, it should be noted that the very concept of an “‘ inactive balance ’ 
presupposes the assumption of some sort of an average or normal rate of turnover 
or velocity of circulation. For in order to make the concept precise it must be 
specified how long a balance is to remain idle in order to fall under the category 
of “idle balances.’’ Overnight all balances are idle and over a longer period 
all may have been active, in the sense of having been turned over. 


> 
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§ 3. The other proposition of Mr. Kahn, viz. that, on the 
basis of what he calls the ordinary meaning of the two words, 
savings must be equal to investment, in spite of the accumulation 
of idle deposits, is independent of the proposition just disposed 
of, viz., that there can be no net hoarding with a constant quantity 
of money. If, that is to say, we define both saving and investment 
as the money value of the unconsumed output of the period, then 
they are always and under all conditions equal, irrespective of 
whether people hoard or not, for the simple reason that they are 
the same thing (two symbols for the same magnitude). I assume 
that Mr. Kahn has these definitions in mind, because they are Mr. 
Keynes’ definitions.1_ What I cannot understand, and what is 
highly symptomatic of the prevailing confusion, is that he does 
not simply stop there. Why his unfortunate digression into the 
field of hoarding and dishoarding ? Why not simply say: S=I?? 

Three pages later Mr. Kahn comes back to the matter: “It 
had already been found necessary to criticise the author on 
account of his cavalier treatment of the question of the equality 
of saving andinvestment. That criticism must now be qualified ” 
(p. 674).3. Mr. Kahn then rightly points out that I use the term 
“saving ’’ in the Robertsonian sense “‘so as to bring it in line 
with the fact that in the real world income is distributed period- 
ically ’’ (p. 675).4 After a few sentences which give expression to 
his grumbling mood without revealing the reasons for his dis- 
satisfaction, Mr. Kahn takes exception to the assertion that the 
excess of investment over saving “‘ must be financed out of in- 
flationary sources.”’ He speedily discovers, however (not with- 
out further grumblings), that this is so by definition. And now 
we come to what seems to me the real reason for his misgivings : 
** But it is hard to see what is to be gained by dubbing as “ infla- 
tionary”’ any increase in active balances, no matter what the cause 
of the expansion in money income which gives rise to it ’’ (p. 675). 

1 (General Theory, p. 62.) This has now been made very clear by Mr. Hawtrey 


(Economic Journal, 1937, p. 437) and by M. Curtis in her article “‘ Is Money 
Saving equal to Investment ? ”’ (Quarterly Journal of Economics, Vol. 51, August 
1937, pp. 604 et seq.). 

2 Cf. Hawtrey, loc. cit. makes the same point against Mr. Keynes. 

3 The word “‘ cavalier ’’ seems to have been misplaced by the printer. Should 
it not precede the word “‘ criticism ’’ instead of being where it actually stands? 

4 Mr. Kahn may be right in saying I should have given more space to a 
precise definition of saving in an earlier part of the book. The reason for not 
doing so was that those writers whose theories are there reviewed, have not 
given much thought to the question. In spite of this, however, other reviewers 
of my book have not found the same difficulties as Mr. Kahn in understanding 
what I wanted to say. See, e.g., K. Bode in the Zeitschrift fiir Nationalokonomie, 
Vol. 8, 1937, pp. 605 et seq. 
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I hope that here a confession on my side may satisfy my 
critic. He may find it difficult to believe, but I assure him that, 
if I define a term, I always try to use it in the sense thus defined. 
For I define terms with the purpose of fixing their meaning and not 
in order to introduce surreptitiously, through the every-day 
connotation of the expressions used, matters which are extrane- 
ous to the definition. If I define inflation as an increase in 
MV (which, under certain conditions which we may take as given, 
seems to be equivalent to Mr. Kahn’s increase in active balances), 
I mean just this and no more. I do not use the word opprobrii 
causa, and I do not wish to imply that every inflationary move- 
ment in the sense defined, however mild, is unsound and must 
be avoided; that should have been clear from the tenor of the 
whole book. 

After having removed this ‘“ over-riding ”’ difficulty, I come to 
“ certain other perplexities,’’ which are not less of Mr. Kahn’s own 
making than his idiosyncrasy with regard to the word “ inflation.” 

(a) “‘ According to this new (?) account of the matter, mone- 
tary disturbances can operate only so long as the value of output 
is in the process of altering ”’ (p. 675). But I have never said this, 
and I am not aware that it follows from my theory. It follows 
solely from Mr. Kahn’s erroneous assumption that I attribute 
all the evils of the cycle to the deviation of the rate of interest 
from its natural level, the latter being defined by the equality 
of savings and investment in the Robertsonian sense. In fact, 
I expressly reject this view (e.g., p. 191, note) and two pages later 
Mr. Kahn, by implication, admits that this is a misinterpretation 
of my theory: ‘ Any ‘ natural’ process will, according to Pro- 
fessor Haberler’s way of thinking, involve the same expansion” 
(p. 678). However, he persistently imputes views to me which 
he could not have found in the book. Apparently he has made 
himself a definite picture of the ‘‘ Austrian School ”’ to which, 
in his opinion, anybody coming from Vienna must conform (by 
definition). 

(b) Equally unfounded is Mr. Kahn’s next “ perplexity.” 
“It would appear that in the author’s view credit expansion can 
supplement the flow of saving, in such a way as to lower the rate 
of interest, only at a time when money income has already started 
increasing. But before a fall in the rate of interest, engineered 
by the banks, can start money incomes increasing, some time, 
if only a few seconds, must necessarily elapse ” (p. 676). I never 
said or implied anything of that sort. I readily grant a lag not 
only of seconds but of days and even weeks. 
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(c) The next point would be of greater importance, if it were 
valid. ‘‘ We are now asked to believe that the possibility of 
monetary dislocation arises because earnings are distributed at 
discrete intervals. It would appear . . . that the extent of such 
dislocation will diminish as the frequency of wage payments 
increases . . . Yet Professor H. has missed the opportunity of 
advocating ...a shortening of the week” (p. 676). This 
conclusion again rests entirely on the erroneous notion that 
I advocate a “‘ neutral ”’ interest rate as a necessary and sufficient 
means for assuring monetary stability, and therefore falls com- 
pletely to the ground. 

The shortening of the income period, or rather of all payment 
periods (increase of frequency of payments) has, however, one 
aspect to which I called attention in my review of Mr. Harrod’s 
book.1 The assumption that the income period approaches zero, 
in other words that payments are made absolutely continuously 
(infinite frequency of wage disbursements and so on), implies an 
infinite velocity of circulation of money and hence is tantamount 
to dropping the assumption of a money economy.” It follows 
that the discontinuity of the payment process is an essential 
feature of a money economy and must be taken account of in any 
adequate monetary analysis by distinguishing successive periods 
(period or sequence analysis). 

Mr. Kahn winds up this discussion with the remark that his 
“ reflections need not disturb the reader ’’ because no use is made 
of my “new” (?) definition of saving in the rest of my book. 
But since he obviously has no firm grasp of all the implications 
of that definition, I suggest that, in the light of the information 
received, he might well reconsider this matter. In view of the 
fact that his difficulties are largely of a terminological nature, 
he should be able to express all that I say in his own language, 
but only after he has made up his mind about the sense in which 
he wishes to use his terms. If the terms “‘ saving ”’ and “‘ invest- 
ment ”’ are defined as synonymous, then they should be treated as 
such. All the involved proofs showing why saving must be 
equal to investment under varying circumstances and the theory 
put forward to the effect that a change in income (rather than in 
the rate of interest) or other adjustments is required to make 
them equal are then quite superfluous. They disclose, however, 


1 The Trade Cycle in The Journal of Political Economy, Vol. 45, 1937, p. 694, 


note. 
2 No transaction money would be needed in that case, which for obvious 
reasons would do away with money holdings for other purposes also. 
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that Mr. Keynes and his followers have not achieved a consistent 
usage of their terms. And it is this that makes mutual under- 
standing so difficult. 

If Mr. Kahn had tried to distinguish between such questions 
of terminology and questions of substance, he would also have 
avoided the mistake of mixing up the problem of the nature of the 
maladjustment at the end of the boom, with the terminological 
problems of the language used in describing the expansion 
(p.677). Any one of those maladjustments can be described in 
any one language, provided it is consistent. 

§ 4. Mr. Kahn finds fault with what he calls my “ prepos- 
sessions with hoarding” (p. 678) and the so-called “ quantity 
theory approach.” His criticism on this score is, of course, 
vitiated by the fact that he does not know what other people 
mean by hoarding! (As was shown above, what he calls 
“hoarding,’’ writers not belonging to the Keynes-school call an 
“increase in the quantity of money.’’) But not all his misunder- 
standings in this connection can be explained thus. Therefore 
a few further remarks are called for. According to my theory, he 
says, “‘ the reason why a reduction in the output of capital goods 
affects the demand for consumption goods is because it brings 
about a shrinkage in the demand for investible funds and so a 
reduction in MV.”? And now follows a quite extraordinary 
statement: ‘“‘ There is no room in this analysis for the simple- 
minded view that when bricklayers are thrown out of work because 
the demand for houses is becoming saturated, they buy fewer 
shirts, thus causing unemployment among shirtmakers ” (p. 672). 

I am at a complete loss to explain how such a startling mis- 
representation is possible. Does Mr. Kahn not realise that in my 
scheme (as in the theories of almost any writer) the simple fact 
that, given an elastic supply of investible funds, an increase in 
investment generates income and demand for consumption goods, 
is made one of the pillars of the cumulative process of expansion 
(and vice versa for the contraction process)? Has he not come 
across one of the many statements scattered over the whole book 
where this is said in so many words?? Taking that criticism 

1 Mr. Keynes’ answer to Professor Viner’s criticism of his General Theory 
(see his article, ‘‘The General Theory of Employment,” in The Quarterly Journal 
of Economics, Vol. 51, 1937, p. 211) suffers from the same defect. 

2 P. 672. This is, by the way, not quite correct. A reduction in the output 
is (or, perhaps, is preceded by) a shrinkage in demand for investible funds and 
does not ‘‘ bring it about.” 

3 E.g., on p. 243 (the page from which Mr. Kahn quotes in his preceding 


sentence) I speak of ‘“‘ The dependence of consumers’ purchasing power, and 
through it of the activity in consumption industries, on investment.” On 
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seriously for a moment—which I find hard to do—I should like to 
point out to Mr. Kahn that the mere fact that bricklayers lose 
their jobs, because the demand for houses falls off, does not 
explain why the demand for shirts shrinks. If money which 
has so far been spent for houses is now spent for something else, 
the demand for shirts need not fall. For that obvious reason I 
was at such great pains to demonstrate that, and under what 
conditions, a fall in investment in some line, or in general, is likely 
to bring about a hitch in the flow of money, that is to say, a 
decrease in the total demand for goods inclusive of consumers’ 
goods. 

There follows a closely related and equally inexplicable mis- 
conception on the next page of Mr. Kahn’s criticism (p. 673) : 
“* No attention is paid to the possibility that the size of the active 
circulation is determined by, rather than determines, the level 
of output and of prices.”” On the contrary, so much attention is 
given to this possibility that it is a major theme of the book. 
Again and again it is pointed out that changes in the demand for 
investible funds,' in other words the desire of entrepreneurs to 
expand (or contract) output, brings about changes in the active 
circulation—provided, and this Mr. Kahn should not forget, 
the supply of investible funds is not wholly inelastic. 

§ 5. Another major criticism put forward by Mr. Kahn is that 
I fail ‘“‘ to pay adequate attention to the rate of interest” (p. 
678). In view of the fact that in my book the rate of interest 
is mentioned over and over again, this could at best refer to 
insufficient verbal emphasis on the interest factor. But to a large 
extent this criticism again is due to the critic’s inability or un- 
willingness to pierce the smoke screen of his own terminological 
apparatus. As an example of the inadequate attention paid 
to the rate of interest Mr. Kahn mentions that according to my 
theory ‘the effect of an all-round reduction of money-wages in 
increasing employment does not rest on a fall in the rate of 
interest ’’ but on dishoarding (p. 673). 

This is a quite inaccurate statement of what is to be found 
in amy book. First, it is, of course, pointed out in my book, in so 


p. 250: “A praerayy in te level of angi of a particular inndiinaly will coals 
the earnings of the factors employed : the wage bill will diminish (bricklayer !) : 
and this will cause some decrease in the demand for wage goods ”’ (shirts!). On 
p. 224: ... production will be curtailed and workers will be dismissed. 
This reduces income . . . and demand for goods is further reduced.” Many 
similar statements could be quoted. On p. 187, the dependence of consumption 
on investment even finds expression in a sub totta. 

1 Funds owned by the prospective producer himself are looked at as supplied 
by himself (cf. Prosperity and Depression, p. 192). 
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many words, that the rate of interest is likely to fall in con- 
sequence of the increasing liquidity! resulting from a general 
fall in wages and prices and that this will revive investment 
(unless demand for investible funds is quite inelastic). This and 
similar statements are referred to on p. 298,? from which Mr. 
Kahn quotes in support of his contention that the rate of interest 
plays no réle in my analysis. 

Secondly, the alternative which Mr. Kahn assumes: effect of 
a wage reduction on employment either (a) via the rate of interest 
or (b) via MV, is an imaginary one. Consider the case where it is 
via a fall in the rate of interest that a reduction of money wages 
stimulates investment and employment. How does this come 
about? Money is released from the transaction sphere and 
liquidity is increased. If the desire for liquidity is not thereby 
increased—a possibility which is discussed in my book—people will 
begin to lend in the capital market and the rate of interest will 
fall. If the demand for investible funds is not quite inelastic, 
money will be drawn into circulation, the fall in MV, or in the 
total demand for goods in terms of money will be slowed down, 
arrested or reversed; the more MV rises (the more elastic the 
demand for investible funds), the more rapid the recovery of 
employment will be; but even if it does not rise at all, if there is 
no dishoarding,? employment will rise somewhat, because at 
lower wages and prices the same money stream buys more goods 
and provides more employment. 

It is thirdly quite possible that a reduction in money wages 
and prices will bring about an increase in investment and employ- 
ment without previously or subsequently lowering the rate of 
interest. After the desire for liquidity has been saturated by the 
money released from the transaction sphere, people may, instead 
of lending a greater part of their money income in the loan market, 
begin to spend on consumption that portion of their money 
receipts which they used to put away in hoards, before wages 
had been reduced. In that case the rate of interest would not 
fall. But as I have explained (p. 290), after a prolonged con- 
traction the mere cessation of the shrinkage in effective demand, 
is likely to bring about an increase in the demand for investible 
funds, so that the rate of interest even is likely soon to rise.’ 

1 See especially pages 285-6. 
’ — follows from what has been said earlier in this and previous sections ” 
* Here again Mr. Kahn is inaccurate, for he says that only dishoarding accounts 
for the increase in employment. 


* It would be a good exercise for Mr. Kahn if he were to translate all this into 
the Keynesian language. 
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Mr. Kahn’s further objections against my account of the 
theory of interest (p. 674) seem to me to have been disposed of 
already in the articles of Mr. Robertson and Professor Ohlin, and 
partly also by Mr. Keynes in recent issues of the Economic 
JourRNAL. After all, my demand and supply of investible funds 
is equivalent to Professor Ohlin’s supply of, and demand for, 
loans. I feel therefore no need to go further into the matter. 

§ 6. There remains only one point to be cleared up—a small 
point, but a point which illustrates Mr. Kahn’s ingenious method 
of quoting at its best.1 On p. 281 of my book I say: An “ in- 
crease in consumers’ spending deliberately induced by Govern- 
ment action in the shape of public works programs, increases in 
ordinary expenditure and relief measures,” all financed in such 
a way as to create a net increase in the total demand ”’ may bring 
a contraction to an end and start an expansion. ‘“ We cannot 
here ”’ (the passage continues) “‘ go into the numerous and com- 
plicated problems of a fiscal, administrative and political nature 
connected with such schemes.” Mr. Kahn chooses not to quote 
these sentenves and he also leaves out my reference to a selected 
group of writings on the subject. But he does quote the sentences 
immediately following: “‘ It is by no means easy (though it is not 
impossible) to find methods of raising the necessary funds, apart 
from an alarming expansion of central-bank money, without 
giving rise at the same time or later to a decrease in the flow of 
money at some other point of the economic system, etc.” 

Now I admit that one might quite legitimately hold— 
especially if one chooses to read this sentence in isolation and to 
give no attention to the literature referred to—that I have over- 
emphasized the difficulties of financing public works by infla- 
tionary means (although in the Anglo-Saxon countries it would 
be well not to forget that only a few other countries are in the 
position of being able to borrow on a large scale without making 
investible funds more scarce for other borrowers, that is to say, 


1 Another illuminating example may be found on p. 672 where, in order 
to illustrate his contention that I ‘‘ brush aside ”’ the difficulties connected with 
the inequality of saving and investment, he quotes the following sentence from my 
book: ‘Mr. Keynes’ objection,’ to the doctrine of ‘ forced saving,’ ‘ are purely 
verbal.’’? But Mr. Kahn fails to mention that I refer to an article of Mr. 
Robertson where this is shown in detail and he does not indicate that there 
follows an elaborating sentence with a reference to two pages in Mr. Keynes’ 
General Theory. 

2 I would now add: Creation of a deficit (to be eovered by inflationary 
borrowing) by reduction of government income (e.g., by tax revision) or subsidies 
to private business, etc. These measures have certain distinctive advantages 
over public works : They can be applied and discontinued more easily and quickly 
and do not tend to extend permanently the sphere of government activity. 
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without raising the rate of interest or without very far-reaching 
measures of regimentation designed to prevent a flight of capital). 

Unfortunately, however, Mr. Kahn, after having thus skilfully 
set the scene for his criticism, spoils his case by asking a question 
which reveals how little he understood what he criticizes: ‘‘ But 
let us grant that a government, anxious to avoid ‘ disturbing 
psychological repercussions,’ finances its public works by a 
Joan subscribed to by the public, and not by the banks. We 
are entitled to ask the author whether such a scheme will do any 
good’’ (p. 678 (my italics)). Now, I would not dispute Mr. 
Kahn’s right to ask that question; but I feel sure that few other 
readers would exercise their right; for after having glanced 
through my book they would know what the answer is. For 
what is implied by Mr. Kahn’s question is precisely my point : 
If the banks subscribe to the loan, it is more likely to be “‘ in- 
flationary.”’ This, according to my theory, implies that the rate 
of interest will not rise, or not rise so much, as if the public 
subscribes to the loan; and if the loan is financed by way of 
inflation, if it brings about an increase in total demand for goods 
in terms of money, then it will be effective (at least in the short 
run). 

I am painfully aware of the fact that the foregoing remarks 
are not of a very constructive nature; but I should plead that 
the level was set by Mr. Kahn’s criticism, which was confined 
to an almost purely terminological controversy and did not 
indicate, except very vaguely, what the points of material 
disagreement are. 

Far from assuming that my theoretical edifice is impregnable, 
Iam sure that it is open to serious objections in various respects 
and I hope to be able in the near future to correct and amplify 
it in some direction. However, the stones which Mr. Kahn has 
thrown at it, have only shattered the walls of the theoretical 
glass house in which he himself is sitting, without hitting the 
object at which they were aimed. 





GOTTFRIED HABERLER 





Harvard University. 


A REJOINDER 


I HAVE no desire to prolong a controversy which seems in 
danger of becoming acrimonious, and I will therefore be brief. 
As regards the terms “ hoarding” and “ inflation,” I assumed 
that Professor Haberler was attributing to them the usual mean- 
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ings. I allowed myself to be misled by such phrases as the 
following: ‘The point will be reached where even the most 
cautious individuals will find an irresistible temptation to stop 
hoarding and to dishoard.”’! ‘“ The funds for the investment . . , 
consist of money newly created by the banking system, or come 
out of hoards of unused purchasing power.” * “The necessary 
funds come partly from inflationary sources, partly out of current 
savings.”’> ‘‘ We may either say that the amounts which are 
hoarded reduce the supply of investible funds, or we may say 
that hoarding is a special sort of demand which competes with 
the demand for industrial uses.” 4 

Professor Haberler now makes it clear that by hoarding he 
means nothing more nor less than a decrease in V, the velocity of 
circulation of money (and that every decrease in V is a case of 
hoarding, apart from certain “refinements of detail ”’ discussed in 
the “‘elementary text-books”’); while inflation means an increase 
in MV. Thus if the quantity of money, M, remains constant, 
hoarding and deflation mean exactly the same thing (as equally do 
dishoarding and inflation). Would it not be more economical, 
while retaining the word hoarding to mean a change in the 
velocity of circulation of money, to confine inflation to signify 
a change in the quantity of money, thus restoring to the word 
inflation the suggestion of ‘‘ something to do with the banks” 
which is usually inherent in its use?*® The really economical 
thing, of course, would be to give up both hoarding and inflation, 
with all the confusing associations which these words carry with 
them, and simply to refer, whenever it is necessary to do so, to 
“a change in V ” or to “a change in M,” as the case may be. 
Every revival of activity is bound to involve an increase in PT, 
and therefore an increase in MV. To describe every revival of 
activity, no matter what it is due to, as a case of inflation, and 
equally, provided the quantity of money is sufficiently constant, 
as a case of dishoarding, is the reverse of helpful. Terminological 
innovation is legitimate only if it helps us to understand causation. 
The problem of trade cycle theory is to discover what governs PT, 
and on this problem Professor Haberler’s concepts of hoarding 

1 Prosperity and Depression, p. 299. 

2 Op cit., p. 187. 

3 Op. cit., p. 210. 

* Op. cit., p. 286, note. 

5 Even Professor Haberler, who in defining “‘ inflation as an increase in MV 7 
means ‘‘ just this and no more,” betrays his subjection to ‘‘ every-day connota- 
tion ” when he writes above: ‘‘If the banks subscribe to the loan, it is more 
likely to be ‘ inflationary,’ ”’ and when he refers in the same passage to a loan 
** financed by way of inflation.” 

















1938] PROSPERITY AND DEPRESSION: A REJOINDER 335 


and inflation can, by his own admission, throw no light whatsoever. 
They might possibly be useful in the realm of descriptive economics, 
but they can play no part in economic theory. 

Having disposed of the terms hoarding and inflation as being 
otiose, we are still left to grapple with the meaning of “ investible 
funds.” Here Professor Haberler’s comments are less helpful. 
It becomes clear, however, though this time only by implication, 
that by “elasticity of demand for investible funds ” he means 
simply the responsiveness of investment to changes in the rate 
of interest. But on the meaning of the “ elasticity of supply 
of investible funds ”’ no fresh light is shed, and I still feel that the 
the danger of confusion between the stock and the flow is a genuine 
one. 

I have re-read, in the light of Professor Haberler’s fresh observa- 
tions, the passages in his book about the effect of reducing money 
wages and the effect of public works to which I referred in my 
review. It is clear that if Professor Haberler were now re- 
writing these passages, he would grant to the rate of interest 
a more explicit réle. Here is at any rate one breach in Professor 
Haberler’s own glasshouse, which he would take steps to repair. 
That in itself is sufficient justification for my review (though 
I am sorry that it should have caused annoyance). But Professor 
Haberler even now appears reluctant to answer the straight 
question on which I challenged him, of the difference in his view 
between the effects of a public-works policy financed by borrow- 
ing from the banking system, and one financed by borrowing from 
the public. It may, I suppose, be the case that “few other 


readers,’ “after having glanced through ’’ Professor Haberler’s 
book, would be ignorant of the answer. For my own part I 
brazenly confess that I remain in ignorance. “If the loan is 


financed by way of inflation, if it brings about an increase in 
total demand for goods in terms of money, then it will be effective 
(at least in the short run). Does this amount to saying more 
than that a policy which results in an increase in trade activity 
(t.e., an increase in PT’, 7.e., an increase in MV, i.e., inflation) 
will result in an increase in trade activity (at least in the short 
run) ? 

Of those other of my original criticisms with which, in the 
limited space at his disposal, Professor Haberler is able to deal, 
the most important took the form of the method of argument 
known as reductio ad absurdum. This was applied in three 
separate cases, under the headings (a), (b), and (c). Professor 
Haberler’s reply takes the form, under each of these same three - 
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headings, of pointing out the absurdity of the absurdum. Here 
at any rate there is agreement between us. 
King’s College, 
Cambridge. 


R. F. Kaun 


RATIONAL AND IRRATIONAL CONSUMER PREFERENCE 


1. In an important paper in the Economic JouRNAL for 
March 1935, Mr. Kahn has made an interesting contribution to 
the study of the imperfect market by distinguishing between 
rational and irrational consumer preferences under conditions of 
imperfect or monopolistic competition.! Since the publication 
of Mr. Kahn’s paper the distinction has been adopted by other 
writers, and in one case it has formed the basis for a rather 
elaborate excursion into economic policy.2, The purpose of this 
note is to subject this distinction to some further scrutiny and 
the result, in my judgment, must be rather serious doubt about 
the usefulness of this invention. 

First of all, it is necessary to survey very briefly the context in 
which the separation of rational from irrational preference is 
employed. 

2. If sellers in a given market are numerous and entry is free, 
any imperfection or monopoly element must result from the 
attachment to each seller of a family of buyers. At the existing 
prices, this family prefers the product or service of its seller to 
any other; its attachment to the seller, whatever the reason, is 
the only source of market imperfection. 

Under conditions of imperfect competition in the markets 
for products and services and of laissez faire, factors of production 
are not distributed among industries in such fashion as to maxi- 
mise the national dividend.* Following Mr. Kahn’s analysis, 
industries which have more than the average imperfection of 
competition employ too few factors, while in industries with less 
than the average imperfection too many are employed.® Hence, 
ignoring costs of movement, the national dividend can be increased 
by shifting factors from the more to the less competitive in- 
dustries. The general line of reasoning is now familiar. If all 
industries draw from a common factor market, then wage rates 


1 **Some Notes on Ideal Output,” Economic JourNAL, March 1935. 

2 J. E. Meade, Economic Analysis and Policy, Oxford 1937. See also J. M. 
Cassels, ‘‘ Monopolistic Competition and Economic Realism,’’ Canadian Journal 
of Economics and Political Science, August 1937. 

® As defined by Professor Pigou. 

* Kahn, op. cit., pp. 19-35. 

5 Full employment is assumed. 
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are commonly determined for all. The national dividend is 
maximised when the marginal (social) net products of the factors 
in different uses are equal.1_ Under imperfect competition re- 
sources do not obtain the full value of their marginal physical 
product, and the proportion which they do not obtain varies 
inversely with the inelasticity of the demand curve of the in- 
dividual firm, or directly with the imperfection of competition. 
Subject to some special qualifications, the greater the imperfection 
of competition in an industry the greater the possibility of equalis- 
ing the marginal social net product of the factors by shifting 
factors into it. 

The desirable adjustment is partly, although not entirely, in 
the opposite direction, it is argued, so far as the entrepreneur is 
concerned. Under pure competition, and in the absence of exter- 
nal economics, the entrepreneur receives the value of his marginal 
(net) physical product. Under imperfect competition his reward 
exceeds the value of his marginal (net) physical product by the 
amount that the reward of the hired factors falls short of the 
value of their marginal physical product.2 Since the reward of 
the factors in relation to the value of their marginal physical 
product varies with the imperfection of competition, and since 
entrepreneurs are attracted to an industry by their reward, and 
not by the value of their marginal product, the more imperfect 
the competition the more entrepreneurs are attracted. Mr. Kahn 
has shown that the number of entrepreneurs in an industry may 
increase even though the value of their marginal physical product 
is zero or negative.® 

However, the desirability of diverting entrepreneurs from an 
industry in the circumstances just outlined is not yet determined. 
It is necessary to know whether an entrepreneur is producing a 
commodity or service which is precisely similar to one being 
produced by another entrepreneur, or whether, by contrast, he 
is producing a commodity or performing a service which earns 
for him a special place in the affections of the buyers. 

If an entrepreneur’s product could be replaced exactly by 
the product of another, then it would be possible to take advan- 
tage of the technical economies of larger-scale production by 
eliminating him and allowing his customers to go to other firms. 
The consumers, ex hypothesi, could suffer no loss, for elsewhere 


1 Economics of Welfare, pp. 114 et seq. 

* Kahn, op. cit., and Joan Robinson, ‘‘ Euler’s Theorem and the Problem 
of Distribution,”” Economic JouRNAL, September 1934. 
3 Op. cit. 
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they can obtain the same product, which they will like just as 
well. But if the elimination of the entrepreneur means the 
elimination of a commodity for which there is no exact substitute, 
conditions are altered. There may still (in some sense) be 
technical economies of large-scale production from reducing the 
number of entrepreneurs. But the disappearance of an entre- 
preneur now means the loss of a commodity that is unique. 
A lower price for the substituted commodity as the result of 
larger-scale production is no longer an index of increased con- 
sumer satisfaction. The gain and loss in total utility as the result 
of the substitution must be considered, for in losing a distinct 
commodity consumers have sacrificed the whole of their con- 
sumer’s surplus in that commodity.! Since, by common consent, 
this loss in consumer’s surplus is not measurable, no decision can 
be reached as to the advantage of reducing the number of entre- 
preneurs where the products are not identical. 

3. By this time the question arises : How cdo consumers manage 
to become attached to one or another of “ identical ”’ products ? 
and so we arrive at the distinction between rational and irrational 
consumer preference. There can be no “rational ”’ preference 
between identical products or services, but there may be “ ir- 
rational” preference. Because of ignorance, inertia (or perhaps 
just plain irrationality),2 consumers become attached to the 
products of certain sellers, when the products of other sellers would 
satisfy them just as well. This attachment means market 
imperfection, the under-utilisation of factors, redundancy of 
entrepreneurs, and all without compensating satisfaction to the 
consumers themselves. Hence, although the number of firms 
may be consistent with ideal output when the market is im- 
perfect and preference is rational, the number is inconsistent 
with ideal output when the market is imperfect and preference 
irrational. If it is possible to distinguish between rational and 
irrational preference, it is clearly an important step in the analysis 
of under-utilisation of factors and excess capacity under condi- 
tions of imperfect or monopolistic competition.? And if the 
distinction is clear cut, then it is known, in a rationalisation 
scheme, where entrepreneurs might profitably be retired. And 
in the same industries, anything which might be done to reduce 
irrationality would also diminish the number of entrepreneurs, 
increase the employment of resources in these industries, and 


1 Kahn, op. cit., p. 27. 
2 Cf. Meade’s definition of irrationality quoted below. 
3 As witnessed by the use which is made of it in Mr. Meade’s clear-headed 


proposals, op. cit. 
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bring the reward of factors closer to the value of their marginal 
product. 

4. The question, then, is whether this promising distinction 
between different kinds of consumer behaviour is sufficiently 
reasonable and precise to justify the hopes which it raises. In 
answering this question it is convenient to begin with Mr. Kahn’s 
definitions. 


“The imperfection of the market is purely irrational if 
it takes its origin in preferences which obtain no justification 
when they are satisfied in actual enjoyment and the thwarting 
of which causes no loss of satisfaction.... Irrationality of 
imperfection is to be detected by imagining that each con- 
sumer in turn is forcibly removed from the firm with which 
he is accustomed to deal to some other firm which meets 
the same want at a cost which, according to the general 
concensus of the market, is the same as that incurred hitherto. 
The imperfection is irrational to the extent that the con- 
sumer suffers no loss of satisfaction as a consequence of such 
diversion. ... Preferences which are the result of ignorance 
or inertia are almost entirely irrational, though the momen- 
tary inconvenience and discomfort which a change of custom 
inevitably involves, entails an element of rationality. . . .1 

““ Imperfection of the market is purely rational if it takes 
its basis in preferences which correspond to real satisfactions. 
In so far as the forcible transfer of a consumer from one 
firm to another has no effect on his scale of preferences for 
the products of the different firms, the imperfection of the 
market may be said to be rational.” ? § 


The most obvious difficulty with this distinction derives from 
the more or less conventional apparatus of economic methodology. 
In separating rational from irrational preference it is necessary 
to go behind the motivation of the consumer as expressed merely 
by his distribution of resources between different wants and 
into the nature of the motivation itself. This, it is agreed, is a 
complex business. By suggesting that preferences based on 
ignorance or inertia are irrational, Mr. Kahn appears, at first 
glance at least, to be in danger of arguing that a consumer is 


1 Op. cit., p. 25. 

2 Ibid., p. 26. 

’ Mr. Meade, who has made the most extensive use of the distinction between 
rational and irrational preferences, employs a somewhat simpler set of definitions. 
Irrational preference ‘‘ is due to inertia or lack of knowledge on the part of 
consumers,” while if their preference is rational, they have ‘‘ good and rational 
reasons, such as differences in transport costs or in the qualities of products.” 
However, Mr. Meade employs the same test as Mr. Kahn to discover irrationality— 
that is, the ‘‘ forcible’ transfer of the consumer from one seller to another to 
discover whether his satisfactions are diminished by this treatment. Op. cit., 
p. 255. 
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irrational if he chooses a peaceful existence and exempts himself 
from small considerations of material gain, and that he is » ational 
if he leaves his friends and fireside to search for small bargains, 
Or, again, he comes close to challenging one of the few un- 
challenged propositions of economics—the law of Barmum that 
the consumer will (part of the time) derive a positive satisfaction 
from being defrauded in a pleasant way. But Mr. Kahn’s offence 
is not in giving wrong or inconsistent answers, but in trying to 
to give any answers at all. For the methodologist has resolved 
the whole problem of why a consumer behaves the way he does, 
by declaring it to be outside the field of economics. The econo- 
mist is concerned with the application of scarce means to sternly 
unquestioned ends. The methodological criticism of Mr. Kahn 
is simply that he has overstepped the boundary. 

5. In an early paragraph of his paper, Mr. Kahn has com- 
mitted himself to an exercise in welfare economics, and Mr. 
Meade, who has made the most extensive use of the distinction 
between rational and irrational preference, is obviously concerned 
with matters of public policy. In consequence, both authors 
have good and sufficient reasons for refusing to be bound by 
purely methodological considerations, if, indeed, these are ever 
binding. But the authors are also aware of the difficulty in 
labelling preference for certain customary ways of life as ir- 
rational and preference for a small difference in physical quality 
as rational. For this reason, they have resorted to the device 
of forcibly transferring consumers from one seller to another, 
in order to determine whether there is any loss of satisfaction. If, 
after the transfer, the consumer experiences no loss, then it is 
unnecessary to inquire into the attachment which held him to 
the previous seller. It can be shunted without further examina- 
tion into the omnibus category of “irrational” preference. If 
he suffers a loss of satisfactions—or if his original scale of pre- 
ferences as between the two sellers remains unaltered—then, 
whatever its nature, his attachment may be called “ rational.” 
This is a convenient labour-saving device, for it makes unnecessary 
any value judgments on the consumer’s preferences as such. 
And it is fortified by the suggestion that many individual entre- 
preneurs or many brands of commodities might actually dis- 
appear one night without causing more than a passing flurry of 
inconvenience (or even of interest) among consumers. 

But there are difficulties with this test—the assumption of a 
“forcible” transfer disguises certain problems. At any given 
time the attachment of consumers to sellers may, for instance, 
be based on dislike for change; there is a demand function 
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relating existing buying habits to the prices which would induce 
any alteration in these habits. Once the consumer is shifted to 
another seller, he may become as happy and content as before. 
By Mr. Kahn’s definitions his first preference was irrational, but 
the dissatisfaction associated with the change may be sufficient 
to make this conclusion quite absurd. Mr. Kahn is aware 
of this difficulty, but he does not meet it, for, if dissatisfactions 
associated with change are assumed away by a forcible transfer, 
then these dissatisfactions cannot be measured by a test which 
incorporates this assumption.” 

This brings us to another difficulty. Preference is rational if 
the consumer’s scale of preference remains unaltered after he is 
transferred to the new seller. But common sense would suggest 
that if a certain amount of time is permitted to elapse, his scale 
of preference is all but certain to alter. Eventually he will become 
accustomed to the new product, and he may even forget that 
the old one existed. Hence a preference which was rational when 
the customer was transferred from one seller to another, becomes 
irrational when some time is allowed to elapse; we reach the 
charming but not very useful result that what is rational ex 
ante is irrational ex post. Or we discover that, given enough 
time for adjustment, virtually all consumer’s preferences are 
irrational. It might be supposed that the difficulty could be 
avoided by shortening the period of time so that the consumer’s 
scales of preference immediately before and immediately after 
he is transferred are compared. But this serves only to bring 
out the essential difficulty which is involved. The transfer of 
the consumer from one product to another may itself affect his 
scale of preferences. He has had a new experience, and that 
experience may have an active rather than a passive relation to 
his preferences. If the transfer alters the consumer’s scale of 
preferences, then there is no common denominator by which his 
satisfactions before and after his transfer may be compared. He 
may have “rational” reasons for preferring his present seller ; 


1 To take a simple example, it may well be that there are far too many 
hairdressers in the world. Half of the male population might be transferred 
to another barber, and eventually it might become as happy in its new custom 
as in its old, and reap certain economies of larger-scale production. But the 
negative satisfactions involved in breaking old habits, abandoning old friends, 
and risking the razor or shears of a stranger might outweigh any possible ad- 
vantages of the change. 

* The difficulty can be put in another way. Mr. Kahn’s “test” consists 
in comparing the preference schedules of an individual at two points of time. 
The dissatisfactions associated with change are experienced in changing degree 
through time. Hence the two parameters cannot be subsumed under the one 
test. 
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if he is transferred, the transfer may introduce him to “ rational ” 
reasons for preferring the new seller. 

6. Finally, there is the question of differences between con- 
sumers. Even were the distinction valid in all other respects, 
what is “irrational ’’ to one consumer might be “ rational ”’ to 
another. The cases where all consumers were completely irra- 
tional would, indeed, be a limiting case, but not a very probable 
one. If consumers differ in their preferences, then some means 
must be found for setting the loss of consumer’s surplus of (let 
us say) the rational minority against the possible gains of larger- 
scale production to the irrational or indifferent majority. This 
is an important matter, for it is commonly supposed that certain 
consumers find satisfaction purely in the fact that their tastes 
are different from those of their neighbours—in a day of psycho- 
logical laws there is what should doubtless be called “‘ a propensity 
to dissent.” : 

7. It appears that there is little to be salvaged from the 
distinction between rational and irrational preference. Yet in 
one important respect I find myself in agreement with Mr. Kahn. 
There exists, I am sure, the actual problem of a redundance of 
entrepreneurs in certain industries with concomitant diseconomies 
of small-scale production; there is in real life a situation which 
makes it worth while to contest Mr. Kahn’s treatment. But we 
can apply to real situations—the retailing of milk, or of petrol, 
or of food—a “‘ simple-minded ”’ test for the redundancy of entre- 
preneurs which straightaway directs our attention away from the 
question of the kind of consumer’s preference in the market. We 
can ask, in any given situation, whether the possible economies 
of larger-scale production with some smaller number of entre- 
preneurs would provide a saving sufficient to attract consumers 
to that number of entrepreneurs. If we find this to be so, then 
we might expect that it will be as easy to attract consumers 
who are held to their present seller by some small objective 
preference as to attract those who are held by ignezance, lethargy 
or some like “irrationality.” The problem (now defined in a 
somewhat narrower sense) is how the equilibrium, with small- 
scale production and a redundancy of entrepreneurs, is maintained 
when consumers would choose the economies of larger-scale 
production and fewer entrepreneurs were they actually given the 
opportunity of doing so. 

Cambridge. 

1 Cf. Nicholas Kaldor, ‘‘ Market Imperfection and Excess Capacity,” Econo- 

mica, February 1935. ink Soa ot: 
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GILBERT SLATER (1864-1938) 


GILBERT SLATER, who died in Oxford on March 8 at the age 
of 73, will be remembered among economists primarily for his 
work in English social and economic history and for his studies 
in village conditions in Southern India. Slater was the son of 
a Plymouth schoolmaster. He was born on August 27, 1864. 
After taking his degree at St. John’s College, Cambridge, he 
became a schoolmaster, but after some years took up extension 
lecturing and social work at Toynbee Hall. His extension 
lecturing brought him into contact with C. H. Grinling of Wool- 
wich, and he became deeply interested in Grinling’s social work 
and methods of field investigation in Woolwich and the sur- 
rounding area. In 1897 he married Violet Oakeshott of Sunder- 
land and went to live in Woolwich, in order to work full-time 
with Grinling in his educational and social activities. He had 
joined the Fabian Society in 1889, and he at once began to take 
an active part in Labour and Co-operative work in Woolwich. 
He helped with Grinling to found the Woolwich Pioneer as a 
local Labour weekly; and he served on the borough council 
and was the first Labour Mayor of Woolwich in 1905. In that 
year he also took his D.Sc. at London University with a thesis 
which grew into his first important book—The English Peasantry 
and the Enclosure of Common Fields—the first attempt at careful 
study of the subject. Two years after the appearance of this 
book he was appointed, in 1909, as Principal of Ruskin College, 
Oxford, under the difficult conditions which followed the dispute 
at the College concerning Marxian and “ capitalist ’’ economic 
teaching. He remained in Oxford until 1915, basing his second 
important book, The Making of Modern England (1913), on 
lectures delivered at Ruskin College. In 1915 he went to the 
University of Madras to occupy the newly-founded Chair of 
Indian Economics; and in Madras he made excellent use of the 
methods of social investigation which he had employed at Wool- 
wich by instituting a survey of villages and village-conditions in 
Southern India, carried through by his more promising students 
under his supervision. The results of this survey were pub- 
lished under his editorship in 1917 under the title Some South 
Indian Villages; and after his return to England he published 
two books of his own on conditions in Southern India—The 
Dravidian Element in Indian Culture (1923) and Southern India : 
tts political and economic problems (1936). In 1921 Slater resigned 


his Chair at Madras in order to become Publicity Officer to the 
No. 190.—voL. Xvi. AA 
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Madras Government, with a seat on the provincial legislature; 
but two years later he resigned and returned to England where 
he resumed extension lecturing and also lectured at Oxford to 
Indian students, and at the London School of Economics. His 
health had suffered from his soiourn in India; and throughout 
his later years he was work’ zs under considerable handicaps, 
Nevertheless, he continued hard at work teaching and writing 
almost to the last. Among the more important of his later 
writings were his contributions to the Victoria County History, 
including a social and economic history of Kent; a considerable 
expansion of T’he Making of Modern England into a social history 
going back to the revolution of 1688, published in 1932 as The 
Growth of Modern England; and a survey of current social and 
economic problems and of state intervention in the social services, 
entitled Poverty and the State (1930). He also wrote, under the 
title War or Peace ?, a booklet on the history and future of Wool- 
wich Arsenal with special reference to its adaptation to peace- 
time production and to the desirability of national control over 
the manufacture of armaments. 

Through most of his life Slater was a moderate Socialist, but 
towards the end his views turned further to the left and in his 
last years he was in general sympathy with the attitude of the 
Communist Party. He was always a keen internationalist, and 
his experiences in India had confirmed his belief in human equality 
and his sympathy for the struggles of non-self-governing peoples. 
Personally, he was a man of almost ascetic tastes, his greatest 
love being for the English countryside. He had a wide capacity 
for making friends, and was deeply respected by pupils and 
colleagues both in England and in India. He leaves a widow 


and three sons. 
G. D. H. Coz 
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WE record with great regret the death from pneumonia on 
March 23rd last of Dr. John Bates Clark, Professor Emeritus of 
Political Economy in Columbia University, at the age of ninety- 
one years. With the death of J. B. Clark, the generation which 
recast modern economic theory in the mid-Victorian period has 
finally passed. Jevons was born in 1835, Marshall in 1842, 
Edgeworth in 1845, and J. B. Clark on January 26th, 1847. 
An obituary notice will be published in the September Journal. 





Tue Annual Meeting of the Society was held at the London 
School of Economics on May 19. Only formal business was 

















dle 


ee eon 








1938] CURRENT TOPICS 345 


transacted, Professor Pigou having deferred his Presidential 
Address for reasons of health. Professor A. G. B. Fisher was 
elected a member of the Council to fill the vacancy caused by 
the death of Professor Daniels, the rest of the Council and 
officers being re-elected without change. The net increase in 
the number of members during the year was 32, bringing the 
total to 4,529, of whom 1,110 are compounders. The surplus of 
income over expenditure for 1937, including £690 received for 
life compositions, was £891. 





THE following have compounded for life membership of the 
Royal Economic Society :— 


Bhonsale, G. P. Noronha, A. 
Booth, J. A. Schmidt, Dr. 8S. 
Brown, 8. C. Schultz, Prof. H. 
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Friedman, M. Tanabé, T. 
Gudin, Dr. E. Vasanne, A. 
Jung, H. Y. Vernon, C. D. H. 
Komatsu, Y. Walton, J. H. 
Koratkar, V. Wilder, Dr. J. A. 
Lanitis, N. C. Willatt, E. M. 
Maxton, J. P. Williams, D. 


Melgrave, Dr. M. 


The following have been admitted to membership of the 
Society :— 


Addison, 8. R. J. Bahl, J. C. Borer, C. D. 
Aitken, M. M. W. Bakewell, G. T. Bowman, R. A. J. 
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Bahadur, A.R.P.Rao. W. de. Buscombe, J. H. 
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University Library, Triplicane, Madras. 

University of Santa Clara, California. 

University of Saskatchewan Library. 
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Union Office of Census and Statistics, Pretoria (Composition 
for fifteen years’ subscriptions). 
Utah State Agricultural College Library, Logan. 





British Association, Section F.—The British Association meets 
this year at Cambridge from August 17 to 24. Unemployment, 
trade-cycle theory and statistical measurement figure prominently 
inthe programme. Sir William Beveridge, Mr. D, Champernowne 
and Mr. R. C. Tress are reading papers on various aspects of 
unemployment, while Dr. Marschak and Professor Tinbergen are 
dealing with the “Measurement of Labour Mobility” and the 
“Statistical Testing of Trade-Cycle Theories.” Mr. Keynes 
promises a paper on the “ Policy of Government Storage of 
Foodstuffs and Raw Material,’’ while other topical papers include 
one by Mr. Guillebaud on the “ Economic Recovery of Germany,” 
and by Mr. G. Walker on the ‘“‘ Economics of Road Haulage 
since 1933.”’ There are three papers on various aspects of cost 
by Mr. G. F. Shove, G. D. A. MacDougall and R. L. Hall. 
Mr. P. Barrett Whale and Professor Roll are reading papers on 
“International Labour Movements” and “The Balance of 
Payments.”’ A special afternoon session is being given to the 
sociological questions, and includes papers by Professor Ginsberg 
and Mr. T. H. Marshall. The President of the Section this year 
is Mr. R. F. Harrod. The subject of his Presidential Address, 
which will be given on Friday, August 19, will be ‘‘ Scope and 
Method of Economics.” Inquiries should be addressed to Dr. P. 
Ford, University College, Southampton. 





THE Fourth Annual Research Conference on Economics and 
Statistics will be held by the Cowles Commission for Research in 
Economics at Colorado College, Colorado Springs, from Tuesday, 
July 5 to Friday, July 29, 1938. The purpose of the Conference 
is to provide research workers with an opportunity to present 
their problems and results before a group qualified to contribute 
constructive discussion. Among those reading papers are H. 
Schultz, H. T. Davis, M. Ezekiel, G. Tintner, C. F. Roos, A. 
Cowles, T. O. Yntema, R. G. D. Allen, J. Neyman. All who plan 
to attend the Conference should notify the Cowles Commission, 
Colorado College, Colorado Springs, as soon as possible, giving 
expected dates of arrival and departure. Participants in the 
Conference may secure room and board in the dormitories of 
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Colorado College, which will be open primarily for summer school 
students. The prices of room and board per person, payable in 
advance, will be $40 for the full session of four weeks, or at the 
rate of $11 per week for those not remaining the full period. 


COMMEMORATION Day on June 22 at the University of Glasgow 
will be devoted to two anniversaries relating to Adam Smith. 
‘The Session 1937-38 includes the bicentenary of his matriculation 
(his signature in the vellum book of admissions being under the 
date of November 14, 1737) and his first official meeting with 
Francis Hutcheson, which occurred in the following June. The 
Exhibition of documents (which was announced in the Journal 
of June 1937) is being continued during the Session, and the 
Oration will be delivered in the Bute Hall by Professor Scott. 


THE Agricultural Economics Society has decided to offer two 
annual prizes of £10 and £5 respectively for essays on subjects 
connected with the economics of agriculture. Competitors must 
be either students at recognised institutions or holders (of not 
more than two years’ standing) of degrees and/or diplomas in 
agriculture and/or economics. Essays for the current year must 
be sent in by March 31, 1939, and must be on one of the following 
subjects :-— 

(a) A study of factors influencing changes in the size 
distribution of agricultural holdings in the United Kingdom 
since 1900. 

(b) Agricultural credit facilities in Great Britain. 

(c) The future of organised marketing in Great Britain. 


Further details will be supplied on request to The Secretary, 
The Agricultural Economics Society, University of Reading, 
7, Redlands Road, Reading. 


Wiru reference to the Note in this Journal, December, 1937, 
p. 764, the Librarian of the London School of Economics informs 
us that his Library has also recently acquired a fine copy of 
Memoires concernant les impositions et droits en Europe by Jean 
Louis Moreau de Beaumont. 


A new “ Library of Economics ”’ is announced under the direc- 
tion of an Editorial Board consisting of Professors L. Robbins, 
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N. F. Hall, J. Schumpeter, J. Viner, G. Pirou, L. Einaudi, E. 
Lindahl. Books to be published will be divided into two sections ; 
the first will contain reprints of classics, the second modern works. 
Among the proposed books in section one are Nassau Senior’s 
An Outline of the Science of Political Economy, Henry Thornton’s 
An Enquiry into the Nature and Effects of the Paper Credit of Great 
Britain, John Stuart Mill’s Essays on Some Unsettled Questions of 
Political Economy, E. v. Bbhm-Bawerk’s The Positive Theory of 
Capital (translated by H. Gaitskell), and Jeremy Bentham’s A 
Manual of Political Economy. In section two, intended publica- 
tions include E. Lindahl’s Studies in the Theory of Money and 
Capital, and P. N. Rosenstein-Rodan’s History of Economic Theory 
from Aristotle to Adam Smith. Messrs. Allen and Unwin will be 
the publishers. 





Tue Council of the Cardiff University College have sanc- 
tioned an exchange of professors with. the University of Wis- 
consin, U.S.A., whereby Professor H. A. Marquand, professor of 
industrial relations in the college, will be appointed for one year 
professor of econom'es in the University of Wisconsin, and 
Professor Selig Perlman, of that university, will come to Cardiff 
for a year. Professor Perlman is a leading authority on trade 
unionism and labour problems, and has been a principal col- 
laborator with Professor John R. Commons in a History of 
Labour in the United States. 





WE announce with regret the death at the age of 64 years of 
Professor George F. Warren, Head of the Department of Agri- 
cultural Economics at the New York State college of Agriculture. 
Professor Warren was one of the chief advisers of President 
Roosevelt on monetary policy in the early days of the New Deal, 
and it has always been understood that it was largely on his 
advice that the dollar was de-valued. He was an extreme 
believer in a crude version of the quantity theory of money, and 
it was from a dictum of his that the phrase ‘“ rubber dollar ”’ 


came into use. 











RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Part I, 1938. Physical Indices and Clinical Assessments of the Nutrition 
of Schoolchildren: R. Huws Jones. Tramp Shipping, Cargoes and 
Freights : L.Isseruis. Effect of Gold Price Changes upon Prices for other 
Commodities: G. J. Etprer. The Irish Census of Distribution: B. F, 
SHIELDS. Wage Rates in the United Kingdom, 1934-1937: E. C. 
RAMSBOTTOM. 


Economica. 


Fresruary, 1938. ‘* Trade Diversion’’—An Australian Interlude: N. F. 
Hatt. The Rate of Interest and the Optimum Propensity to Consume : 
O. Lance. The Subsidy to British Farming in Respect of Income Tax : 
D. Buack. Great Britain’s Loan Policy: R. B. Stewart. A Note on the 
Pure Theory of Consumer's Behaviour: P. A. SaMuEtson. Family 
Incomes and Personal Incentives: P. Forp. A Note on the Working of 
the Gold Standard : M. L. HorrMan. A Note on the Working of the Gold 
Standard ; A Reply: P. Barrett WHALE. Professor Haberler on the 
Trade Cycle: R. G. HawtTrRey. 


The Manchester School. 


Vou. IX, No. 1. A Survey of Modern Moneiary Controversy: D. H. 
Rosertson. Depreciation Policy: H.C. Htrimann. Rent Rebates and 
Rehousing in Manchester: J.R.JARMAIN. Professor G. W. Daniels : Sm 
Sipney J. CHapmMan, H. Cray, F. Cottier. Marketing of Coal under the 
Coal Mines Act, 1930: A. Roperts. Prices and the Cycles of Trade: 
H. W. SINGER. 


The Economic History Review. 

NOvEMBER, 1937. Capitalism and the Reformation: P. C. Gorpon 
WaLKER. The Islamic Guilds: B. Lewis. The Old Poor Law (1662- 
1795): D. Marsuatt. Partible Inheritance of Villagers’ Holdings: 
G. C. Homans. The Impressment of Masons in the Middle Ages: D. 
Kwoopr and G. P. Jones. The River Navigation and Trade of the Severn 
Valley (1600-1750): T.S. Wittan. Wages of Northern Farm Labourers 
in Mid-Eighteenth Century : R. Kern KEtsatt. 


The Sociological Review. 

JANUARY, 1938. Japan’s Demographic Expansion in the Light of Statistical 
Analysis : G. Frumkin. Leisure in the Totalitarian State: A. STERN- 
HEIM. The Independence of Culture from Race: M. Breck. Some Ideas 
on Social and Psychological Research: M. JaAnopa. Bismarck’s Social 
Policy and the Problem of State Socialism in Germany : H. RoTHFEtLs. 


The Eugenics Review. 

Apri, 1938. Medicine and Eugenics : J. A. RyLE. Some Anthropological 
Characteristics of Hybrid Populations: J. C. Trevor. A Declining 
Birth-Rate and the Cost of Education: G. G. LeyBourne. Danish 
Law on Abortion. Population Problems in the British Commonwealth : 
G. F. McCreary. 


Occupational Psychology. 


Vou. XII, NumBer 2. Industrial Psychology in Russia: M. S. V1vTE.Es. 
Varieties of Work and Leisure: D. Harpine. 
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The Banker. 


Marcu, 1938. The Bankers’ Speeches. The Future of Gold: R. F. 
Harrop. The Van Zeeland Report. 

Apri, 1938. The Future of Gold—II : R.F.Harrop. Germany, Austria, 
Italy: W.G. J. Kyor. Great Britain’s Balance of Payments: H. V. 
Hopson. Mr. Keynes and the Exchange Account : W. Manntne Dacey. 
The Building Society Problem: R. E. Brrp. The Problem of Agri- 
cultural Credit. 

May, 1938. After Austria: W.G.J.Kwnop. Recovery of the Creditanstalt. 
Re-enter Dr. Schacht: P. Etyzic. Currency Expansion and Bank 
Credit: A. V. BARBER. Matters of Law: M. Mecrau. 


Lloyds Bank Monthly Review. 


FEBRUARY, 1938. Current Economic Conditions. 
Marcu, 1938. The Short-term Budget Problem : T. BALoaH. 
Apri, 1938. The Long-Term Budget Problem: L. Rospprys. 


Midland Bank Monthly Review. 


JANUARY—FEBRUARY, 1938. Gold Standard and Managed Currency ; 
Economic Conditions Compared : R. McKENNA. 

FresruaRy—Marcu, 1938. Js it a Slump ? 

MarcH-APRIL, 1938. Britain’s Roads. Interactions of American De- 
pression ; Britain and Scandinavia. 


Westminster Bank Review. 


FEBRUARY, 1938. The Chairman’s Speech. 
Marcu, 1938. The Changing Face of Industry. 
Aprit, 1938. Hconomic Changes in the Dominions. 


Planning. 


No. 118. The Press and the Public. 
No. 119. Improving News Service. 
No. 120. Conclusions on the Press. 
No. 121. Regionalism. 


International Labour Review. 


FEBRUARY, 1938. Vocational Training ; Problems and Trends. Some 
Economic Aspects of Rearmament ; I: A.S.J.Baster. Home Work in 
France ; Its Origin, Evolution and Future : V. Pau. 

Marcu, 1938. The Investment of Compulsory Insurance Funds: C. 
Decuamp. Some Economic Aspects of Rearmament ; II: A.S. J. BASTER. 
Australian Wage Policy, 1929-1937 : W. B. Reppaway. 

Aprit, 1938. International Aspects of the Terminology and Ideology of 
Management: H. von Haan. Workers’ Education in New Zealand : 
N.M. Ricumonp. Labour Courts : H. Bret. 


The Canadian Journal of Economics and Political Science. 


FEBRUARY, 1938. Puritanism and Democracy: A. S. P. WoopHovsE. 
Professor Cassel on the Statistical Determination of Marginal Productivity : 
P. H. Dovetas. International Labour Conventions in Australia: R. B. 
Stewart. Disallowance of Provincial Acts, Reservation of Provincial 
Bills and Refusal of Assent by Lieutenant-Governors since 1867: 
E. Forsey. Dated Stamp Scrip in Alberta: V. F. Cor. 


The South African Journal of Economics. 


DEcEMBER, 1937. The Cape of Good Hope and “‘ Systematic Colonisation ” : 
H.M. Roxpertson. Some Aspects of the Development of Secondary Industry 
in the Union of South Africa: C.W.Prarsatu. Prices and the “‘ Cost of 
Living” in South Africa: C.8. RicHarps. Competition and Centralised 
Planning: F. J. van Brson. 
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Marcu, 1938. Pressure Groups and Laissez-Faire: W. H. Hutt. Eco- 
nomists’ Protest; The Dairy Produce and Maize Marketing Schemes ; 
Memorandum of Objections: T. H. Ketiy, H. M. RoBertson, R. 
Lesuiz, W. H. Hutt, E. Emmett. The Cabinet Committee and the 
Control Boards: H. M. RoBertson. Assuransiewese in die Unie. °N 
Ontleding van Jongste Gegewens : E. H. D. ArnprT. 


The Quarterly Journal of Economics. 


FEBRUARY, 1938. Monopolistic Selling in a Changing Economy: M. 
Apramovitz. The Theory of Marginal Productivity Tested by Data for 
Manufacturing in Victoria, II: M. L. Hanpsaxer, P. H. Dovatas, 
The Cobweb Theorem: M. Ezexret. Mr. Keynes’ Consumption Function 
and the Time-preference Postulate: G. R. HoLmpEen. Saving Equals 
Investment: A. P. Lerner. A Reformulation of Certain Aspects of 
Welfare Economics: A. Burk. 


The Journal of Political Economy. 


FEesruary, 1938. Monopolistic Elements in Commercial Banking: L. V. 
CHANDLER. The North Dakota State Mill and Elevator : G. W. Cooxer. 
The Federal Securities Act, 1933-36: J. W. Buum. The ‘* Consumer” 
and ‘* Public” Interests under Public Regulation: B. W. Lewis. The 
Concept of Lawful Money: E. C. Stumons. 

Apri, 1938. Transport Competition and Proposed Repeal of the Long-and- 
Short-Haul Clause: H. D. Koontz. The Anomalous Course of South 
African Gold Mining since 1925: P.S. Brown. The Early Development 
of the Note-Brokerage Business in Chicago: D. M. DattEy. Railway 
Nationalisation and Transport Co-ordination in France : H. E. DouGatt, 
Some Recent English Books on Government Finance: S. E. LEtanp, 
Two Economists on Socialism: F. H. Knicur. 


The Review of Economic Statistics. 


FEBRUARY, 1938. Reinvestment Cycles: J. EINARSEN. A Measure of 
Physical Capital: E. F. Bracu. English Prices and Public Finance, 
1660-1822: E. B. Schumpeter. Statistics of Security Issues on Ex- 
changes: F. P. SmitH. Review of the Year 1937: W. L. Crum, R. A. 
Gorpon, D. WEscoTT. 


Journal of the American Statistical Association. 


Marcu, 1938. The Statistical Equivalent of Gold: W. R. Buragss. 
Changes in Capital Financing: D. B. Woopwarp. Changes in Second- 
ary Distribution of Equity Securities : H.J. Loman. Changed Conditions 
in the Marketing of New Issues: J. I. BoGen. Tendencies in Consumer 
Financing: R. NuGent. Consumer Financing and its Relation to the 
Commercial Bank: D. C. Barry. Public Supervision of Consumer 
Credit: W. T. Foster. Expenditure Patterns of Urban Families: 
A.D. H. Kaptan. Some Measures of Changing Labor Productivity : D. 
WEINTRAUB. Some Recent Results in Population Analysis: A. J. 
LoTKA. 


The American Economic Review. 


Marcu, 1938. Recovery Problem in U.S.: O. M. W. Spracur. Govern- 
ment Regulation of Stock Trading: J.C. Dottey. Inventory Profits in 
the Business Cycle: H. B. ArtHuR. Reasons for Price Rigidity: R.S8. 
Tucker. Political Economy versus Individualistic Economics: R. A. 
LESTER. Compulsory Arbitration in Australia: W. R. MacLaurin. 
Land Prices in Seventeenth-Century Maryland : V.J3J.Wycxorr. Hoard- 
ing and the Competitive Equilibrium : H.Gorpon Hayes. Tazes and the 
Consumer: C. F. WEHRWEIN. 

Marcu, 1938. SuppLEMENT. Papers and Proceedings of the Fiftieth 
Annual Meeting of the American Economic Association. The Significance 
of Marxian Economics for Present-day Economic Theory : W. LEONTIEF. 

The Significance of Marxian Economics for Current Trends of Govern- 
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ment Policy: L. Roeimn. The Rate of Interest: R. M. BISSELL. 
Securities Markets and the Investment Process: K. Sumpson. The 
Relation of Price Policy to Fluctuations of Investment : C. D. Epwarps. 
Fiscal Policies: A. D. GAYER. Consumption Markets: A. G. Harr. 
Wage Rates: L. Wotman. 


The Annals of the American Academy of Political and Social Science. 


MarcH, 1938. Consumer Credit. A critical analysis of credit agencies 
and of the development of regulation. 


Econometrica. 


Aprit, 1938. The Determinants of Distribution of the National Income : 
M. Katecki. The Demand for Passenger Cars in the United States : 
P. pE WotFFr. Intercommodity Relationships in Stable Demand: E. E. 
Lewis. On the Significance of Professor Douglas’ Production Function : 
H. MENDERSHAUSEN. The Maximisation of Utility over Time: G. 
TInTNER. The Influence of Distributed Lags on Kalecki’s Theory of the 
Trade Cycle: R. W. JAmMes and M. H. Betz. On the Theory of Capital ; 
A Rejoinder to Professor Knight: N. Katpor. On the Mathematical 
Hypotheses Underlying Carl Snyder's Trade-Credit-Ratio Theorem : 
E. V. HUNTINGTON. 


Social Research. 


FEBRUARY, 1938. Business Stabilisation in Theory and Practice: A. 
Kanter. Fallacious Census Terminology and its Consequences in 
Agriculture: K. Branpt. What Next in Unemployment Insurance ? 
F. WonvertiicH. Thin Markets: F. LeamMann. Who Pays for 
German Armament ? E. LEDERER. 


Wheat Studies. 


JaNUARY, 1938. World Wheat Survey and Outlook, January 1938: H.C. 
Farnsworth and H. Worxinc. Though world wheat price move- 
ments were large during September—January, and were initiated largely 
by Chicago, they differed widely among the leading markets, owing to 
changes in ocean freights and in premiums on different hard wheats. 
Wheat supplies for 1937-38, for the world ex-Russia, only slightly 
exceed those for 1936-37, but there will be an easier international wheat 
position. Owing to the record post-war low level attained by world 
shipments in August-September, exports in the second half of the 
current crop year will be proportionately heavier than usual. Year-end 
stocks in 1938 are forecast at 615 million bushels, some 85 million higher 
than last year, but the increase will be concentrated in the United 
States. 

Marcu, 1938. Trends of Yield in Major Wheat Regions since 2885. Part 
II. Irregular, Stable, and Declining Trends : M. K. BENNETT. Follow- 
ing the study of November, 1937, of trends of wheat yield in five regions 
of generally rising trend, this study deals similarly with trends in nine 
other regions. Making various rough allowances, it appears that over 
the more recent part of the past half-century the trend of wheat yield 
was upward in two regions, horizontal in four and downward in three. 
The three latter regions lie in the great central plain of North America, 
and the decline has been due to the natural environment which restricts 
the use of techniques for increasing yield per acre, and the rapid acreage 
expansion in low-yielding areas. The ‘ world” trend, not including 
Russia and China, was upward in the first part of the past half-century 
and downward in the second part. The latter tendency, which may or 
may not persist, was the result of the expansion of wheat acreage in 
essentially low-yielding territory. 


Journal des Economistes. 


NoVEMBER—DEcCEMBER, 1937. L’Ere des revendications incessantes: E. 
Payen. Une réforme de structure ; la ruine de l’épargne francaise: J. 
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Loriot. Dix ans d’activité de la Banque nationale de Tchécoslovaquie : 
S. Boroparwsky. Le Redressement économique de Vl Algérie et la 
nécessité de la sécurité: E. P. La Chute des exportations fran¢aises vers 
la Belgique et ses causes : C. ENNESCH. 

JANUARY—FEBRUARY, 1938. La situation économique et politique de la 
France au début de 1938 : E. Payen. Les relations commerciales franco- 
britanniques : E. Gaucuire. Les difficultés budgétaires de M. Roosevelt 
et leurs enseignements. Le commerce extérieur de la France en 1937: E. 
RovutanD. Le rapport de M. Van Zeeland sur la réduction des obstacles 
du commerce international : P. VAN ZEELAND. 







































Revue d'Economie Politique. 


JANUARY-FEBRUARY, 1938. Hausse des prix et réorganisation des entre- 
prises: F. BaupDHUIN. Quelques aspects de la reprise allemande ; 
. méthodes et résultats: H. LAUFENBURGER. La piastre et le franc: G. 
Pirov. Entre la concurrence et le monopole ; étude sur quelques travaux 
théoriques récents : L. BALLANDE. Sur l’économétrie et ses applications : 
J. Miruav. La vie économique en Grande-Bretagne: H. Povuyanne. 
L’activité des institutions économiques internationales: R. Courtiy, 
P. DIETERLEN. 

MarcH—ApRIL, 1938. Quwelques observations sur la méthode de Léon Walras : 
, B. Nogaro. La monnaie dans le passé et le présent: G. Prrov. Poli- 
tique des salaires et équilibre économique ; des mirages du pouvoir d’achat 
2 aux impératifs de imputation: R. Courtin. La notion économique de 
service public: F. TrREvoux. Le probléme de la dénatalité: J. DEtEv- 
sky. Le régime des alcools et les branches organisées de leconomie 

agricole francaise : M.-P. GRINBERG. 


Bulletin de UInstitut de Recherches Economiques. 


FEBRUARY, 1938. Le mouvement social en 1937: H. VeE ce. Les 
jinances belges en 1937: F. Baupuurn. L’industrie houillére belge en 
1937: L. Bouter. La métallurgie en 1937: R. DE StRycKER. Les 
industries textiles en 1937 : H. VAN CRIEKINGE. La situation de Vagri- 
culture en Belgique au cours de l'année 1937 : L. J. Coots. Le commerce 
extérieur de la Belgique en 1937: J. Jusstant. La situation économique 
au Congo belge en 1937: G. Eysxens. La conjoncture économique de 
la Belgique et du Luxembourg : L-H. Duprtiez. 


Weekly Report of the German Institute for Business Research. 


NuMBER 7/8. The New Building Season. The Employment Problem in 
1937 and 1938. Germany’s Raw Material Supply (cont.). 

NuMBER 9/10. Raw Material Supply of Textile Industry. Development of 
Residential Building in 1937. The Financing of Residential Building in 
1937. Securities Exchange under National-Socialism. 

NuMBER 11/12. General Economic Situation in Austria. Economic 
Inclusion of Austria in the Reich. Economic Structure of Austria. 

NuMBER 13/14. Austria’s Foreign Markets since the World War. Iron 
and Steel in Austria. Development of Income and Consumption in 
Austria. 

NumBer 15/16. German Industrial Exports. Conversion and Credit 
Mechanism. 


Weltwirtschaftliches Archiv. 


Marcu, 1938. Trade follows the Flag: C.Grxt. Thisis printed in German, 
in spite of the English title. The author calculates “ indices of attrac- 
: tion ” and ‘‘ indices of similarity ’’ which reveal a strong tendency for 
political connections to be asssociated with trade connections, both 
between ruling and dependent countries and between the several dependent 
countries of one empire. The indices are analysed in detail for imports 
and exports, for different geographical zones, for pre-war and post-war 
periods, for conditions of ‘‘ open-door ”’ and discriminating tariff policy, 
for colonies, protectorates, dominions and mandated territories. The 
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investigation is extended to trade relations of former colonies and 
dependencies. Neue deutsche Werkstoffe: C. HERRMANN. An article 
describing progress and methods of production of synthetic raw materials 
in Germany, with particular stress on textile substitutes (the author is 
on the board of a big textile concern). The author emphasises that 
much is being done to develop synthetic raw materials in other countries 
as well. Auslandsanleihen, Industrialisierung und Weltwirtschaft: F. 
Hunts. It is argued that the restoration of the pre-1931 system of 
foreign lending presupposes the realisation on the part of the potential 
creditors that there cannot be one-sided obligations of the debtors, but 
that there must be corresponding duties governing their own behaviour. 
Konjunkturtypologie als Bestandteil der Konjunkturlehre : W. KeruHav. 
This article attempts to reconcile apparently contradictory trade-cycle 
theories by distinguishing different types of trade cycles—e.g., war, post- 
war, and peace cycles, output and price cycles, monetary and non-monetary 
cycles. Raumordnung, Raumforschung und Wirtschaftwissenschaft: ¥. 
Bttow. The German system of regional town planning since 1935 is 
described and compared with conditions in England and the United 
States. The second part of the article considers regional planning in 
the light of the theory of location.—The issue also contains two “‘ reports,” 
one by a member of the Kiel Institute on the regulation of the German 
grain markets, the other by a member of the Statistical Reichsamt on 
the German statistics of agricultural acreages. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


FesruaRy, 1938. Keynes’ Allgemeine Theorie der Beschdftigung. A. 


Amonn. The second half of a critical review of The General Theory, 
continued from the January issue. The definitions implied in the 
necessary equality of savings and investments are criticised as purely 
static concepts which are useless for the explanation of changes in 
employment. There is also a failure to distinguish between the capital 
assets of an individual entrepreneur and aggregate capital assets. The 
notion of saving as a residual quantity determined by investment as the 
independent variable is shown to be inconsistent with the analysis of 
the propensity to consume of Chapter IX. The article concludes with 
a critical summary, in which the author points out what he claims to be 
a fatal error which invalidates most of the book—the application of the 
“‘ psychological law ” about the connection between income and pro- 

nsity to consume from the individual to the community as a whole. 
n the latter case, the psychological law is only true for a state of full 
employment. Die Abwandcrung aus Schleswig-Holstein nach Hamburg- 
Altona: R. HeBerte. Bemerkungen zum Hauptproblem der Kapital- 
theorie:: E. ScHNEIDER. The author argues that there are no funda- 
mental differences between his own and Eucken’s views on production 
in time. He maintains that the analysis has to start from conditions in 
individual firms. 


Marcu, 1938. Das Wort Politik in der Wirtschaftswissenschaft: E. H. 


Vocet. The author distinguishes three stages in the use of the word 
politics: In Greece, Rome and the age of mercantilism, politics is 
synonymous with State administration or the regal household. In the 
individualistic age of physiocrats and classical economics, politics 
becomes a short expression for the total aim of the economy as a whole 
—i.e., the sum of individual households. In the nineteenth century, 
through the work of the German Historic School, the notion of politics 
was used as denoting national-social welfare. National-Socialism is the 
fulfilment of this development. Economics should be concerned with the 
obstacles to the achievement of that national-social welfare. To-day when 
people, nation and State are identical, the time has come for German 
economics to eliminate the word “‘ politics ” from its vocabulary. Wirt- 
schaftliche und rechtliche Probleme der G.m.b.H. Reform: H. Vout- 
WEILER. This second instalment describes the introduction of the 
leader principle and the fight against anonymity in the new German 
Limited Liability Companies Law. An extensive bibliography of the 
subject is appended, Zur Entwicklung des amerikanischen Agrar- 
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kredits: HH. Krticer. The article starts with the Federal Farm Loan 
Act of 1916, and describes in increasing detail the agricultural credit 
policy during prosperity, Hoover’s crisis measures, and the credit aspects 
and technique of Roosevelt’s agricultural policy. The author thinks 
that on the whole Washington has been successful in this new field, but 
he is sceptical as to the possibility of the (intended) ultimate with- 
drawal of the State. 

Aprit, 1938. Indien im Lichte der letzten Volkszdhlung: K. Kotwery,. 
This article is not, as the title might suggest, an analysis of the last 
population census of India, but a mainly sociological description of 
religious divisions. Urbarmachungsprobleme im Tavoliere von Apulien : 
F. Vicutine. A report from an inspection of a particular sector of 
the Italian ‘‘ grain battle,’’ giving a full picture of agricultural conditions 
in Apulia. Die neuen preispolitischen Eingriffe auf dem Wohnungs— 
und Bodenmarkt : F. Ltrcr. After remarking on the present deficiency 
of house-room, and on the lack of skilled workers and building materials, 
the article describes the 1937 housing legislation on rent restriction, 
protection of tenants and land speculation. The latter measures are 
declared to be of greater importance than the others; and their effects 
on building and house rents are analysed theoretically. Warnings are 
given against too rigid a fixation of land prices and rents. 


Schmollers Jahrbuch. 


FEesruary, 1938. Wirtschaftliche Volkskunde bei Wilhelm Heinrich Riehl : 
E. Eaner. Die Anlagepolitik der Britischen Investment Trusts: H. 
LinuarpDT. The article deals only with Management Trusts, not with 
Fixed and Flexible Trusts. The statutory limitations between 1928 
and 1933, the distribution and the changes in their investments, are 
dealt with by means of a detailed statistical analysis. The author finds 
that the Trusts have decreased their holdings of fixed-interest securities 
in favour of equities, that they have shifted from European and South 
American to Home, Empire and U.S. securities, from Government and 
Railway to financial, commercial, industrial and public utility securities. 
He also finds significant differences between the investment portfolios of 
the Trusts according to their age. Die Lehre von den Kulturstilen in 
der Vélkerkunde: W. Mrrxe. A review article dealing with Mrs. 
Benedict’s book ‘‘ Patterns of Culture.’ Uber die Méglichkeiiten und 
Grenzen des Staatskredits : J. JESSEN. The author starts with a survey 
of the difficulties of financing the present extraordinarily heavy expendi- 
ture in England, France, and the United States. The general appear- 
ance of extraordinary budgets and of an increase in public indebtedness 
is stressed. There is a discussion of the economic limits of State 
indebtedness, of the difficulties of consolidation of public debts, and of 
the proposals of a regularly recurrent capital levy. 


Zeitschrift fiir Nationalékonomie. 


FEBRUARY, 1938. Hedonik, Katallaktik, Politik: P. Srruve. The 
author distinguishes the hedonic system—the sphere of needs and their 
satisfaction—the catallactic system—the sphere of barter, exchange and 
transactions—and the political system—the sphere of public adminis- 
tration. The catallactic system—economics proper—is distinguished 
from the hedonic system by being social (not individualistic), from the 
political system by dealing with “ contracts ’ not with ‘‘ status.” Zur 
Frage des neutralen Geldes: W. Eoctr. The author contrasts the 
‘* flexibility ’? and the ‘‘ stabilisation ” school of neutral money. The 
two methods must be combined, because neither of them offers a complete 
solution though both contain useful and workable measures. The 
second half of the article is devoted to a criticism of the Keynesian 
liquidity analysis and of Chapter 17 in the General Theory, and 
in particular to the assumption that money alone is affected ~ 4 
liquidity. Die Entwicklung der Technik als Grenzproblem der National- 
ékonomie : O. VEIT. A partly economic article discussing the question 
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of the automatic compensation of workers displaced by mechanisation. 
The author points out the effects of the theoretical uncertainty of com- 
pensation on the psychology of the displaced workers and of the com- 
munity as a whole. To him, the last war symbolises the psychological 
tension which was due to technical development. Grundziige einer Theorie 
der Reflation: A. Castati. Taking up Professor Pigou’s discussion of 
reflation in a closed system (in Hconomics in Practice), the author 
discusses some recent reflationary experiments in countries with foreign 
trade relations, particularly in France. The conclusion is, however, that 
reflation can only be successful in a closed market. In the course of the 
article, the technique of Exchange Equalisation Accounts is contrasted 
with that of reflation. Zur Anwendung der Mathematik in der National- 
ékonomie: A. ZozuiKx. A correction of mathematical slips which 
have lead Schneider, Kiihne and Chamberlin to the formulation of 
incorrect theorems in the field of imperfect competition. Die All- 
gemeine Theorie von Keynes and thre Kritiker: P. Bauer. The 
Keynesian theory of the rate of interest is summarised and defended 
against misunderstandings. There is a short discussion of liquidity 
preference, price determination, and the effect of money wage reduction. 
The existence of some open questions is pointed out. 


Vierteljahrsschrift fiir Sozial- und Wirtschaftsgeschichte. 

Vou. 30, IV. Volkswirtschaft und Weltwirtschaft im deutschen Merkanti- 
lismus : A. TauTscHER. The author denies that the Mercantilists were 
hostile to foreign trade as such; they only thought of it as supple- 
mentary to a fully developed internal economic life. The Mercantilist 
theory of the balance of payments is interpreted as taking into account 
the employment effects and other repercussions of imports and exports. 
Das hamburgische Handelshaus Wm. O’Swald d& Co. und der Beginn des 
deutschen Afrikahandels ; E. H1IEKeE. 


Giornale degli Economisti. 

DreceMBER, 1937. L’uomo isolato el’ economia politica : G. MAJORANA. It 
cannot be expected that studies in the economics of Robinson Crusoe 
can throw much light on the essential problems of the political economy 
of modern states. Sulla teoria delle crisi economiche: A. CaBiatTr. A 
review article criticising Professor Haberler’s recent work, published 
by the League of Nations, entitled Prosperity and Depression: A 
Theoretical Analysis of Cyclical Movements. Le caratteristiche economiche 
dei magazzini a prezzo unico. A description at some length of the chief 
economic characteristics of variety chain stores of the type of Woolworth, 
in the United States and in European countries. 

JANUARY, 1938. J rapporti di cambio manovrato in regime di autarchia 
corporativa: G. Dremaria. An account of the methods employed in 
Italy for the control of the foreign value of the lira and for the allocation 
of Devisen. In the case, for example of the cotton industry, the cotton 
goods exporter has to hand over 50 per cent. of his Devisen to the Italian 
Cotton Institute for general national purposes, the remaining 50 per 
cent. (in some cases 75 per cent.) he can dispose of freely, either by 
keeping it for the requirements of his own business or by selling it to 
firms in other branches of the cotton industry. If the available balance 
suffices to cover the cost of the imported raw cotton he will sell his 
Devisen at the official rate, but if the balance is insufficient for this 
purpose he will sell at a higher rate in terms of lire. Note sulla finanza 
corporativa : A. VENTUROLI. During the years prior to 1936 there were 
many advocates in Italy of the policy of decentralising the machinery 
of tax collection and of entrusting to the Syndicates the duty of collecting 
specified quotas of revenue in the manner that seemed best to them. 
The Law of August 7, 1936, however, reaffirmed the principle of central 
assessment and collection although the collaboration of the syndicates 
was obtained in a number of important directions. La produzione 
agraria e industriale in Italia nel 1937: G. Mortara. Both agri- 
cultural and industrial production rose considerably in 1937 above 
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the level of the two preceding years. The investment goods industries 
in particular expanded owing to the efforts made to render Italy more 
independent of foreign sources of supply of raw materials and other 
products, Note su due recenti tavole di nuzialita della popolazione 
ttaliana : O. A. HirscHMANN. A theoretical note on the construction of 
tables of marriage rates. 

Frsruary, 1938. L’oggetto della scienza economica: F. Vito. A protest 
against a prevailing tendency in Italy to regard pure economics alone 
as a scientific subject, while political economy is ‘* degraded to the level 
of an art.’’ Agricoltura e crisi: A. SERPIERI. A review article of a 
book entitled Agricoltura e crisi, by Professor M. Bandini. Il com- 
mercio dell’Italia con Vestero nel 1937: G. Mortara. A convenient 
summary of Italian foreign trade statistics for 1937, together with a 
commentary on their significance. Osservazioni sul numero indice della 
produzione industriale italiana: L. Lenti. A vigorous criticism of the 
methods employed in the compilation of the Italian index numbers of 
industrial production. 


Rivista Italiana di Scienze Economiche. 


NoveMBER, 1937. I/ bilancio delle ferrovie italiane: L. Rosst. The 
deficit on the Italian railways which had to be met by a subsidy from the 
State amounted to 350 million lire in 1935-36, compared with 840 
million in 1934-35. The figures show that in subsequent years this 
improvement is likely to be maintained and increased. L’IndiaeVoro: 
A. Venturoui. An account, following along the lines of a recent article 
by Professor P. J. Thomas, of the causes and effects of the outflow of 
gold from India in recent years. La capitale dell’Impero. A description 
of Addis Ababa as it was before May 1936—i.e. before the Italian 
occupation. Ricerche sugli ordinamenti economici e corporativi dell’an- 
tica Roma. P. PERALI. 

DECEMBER, 1937. Assicurazioni sociali: R. DEL Gruopice. A short 
account of the development of social insurance in the Fascist régime. 
Consumi e costi nell’economia domestica degli Amhara: V. L. Grotta- 
NELLI. There is evidence to show that the general wealth and standard 
of living of the Amhara population of Abyssinia was formerly con- 
siderably higher than in modern times. The Amhara population is largely 
self sufficing and has extremely small requirements which it needs to 
satisfy by means of purchase. Barter plays a large part in exchange, 
and this is being stimulated by the depreciation of the currency since the 
Italian conquest, the purchasing power of silver to-day being about a 
quarter of what it was in 1935. The Maria Theresa Thaler is com- 
pulsorily convertible into lire, and the original official rate in 1935 of 
five lire to the thaler under valued the latter by a large amount. The 
official rate has had to be raised to 13-5 lire, but even so this is below 
the market rate, and this is a cause of discontent. The productivity of 
native labour is very low, partly owing to the number of religious festivals 
and holidays, which amount to eighteen a month in the case of the Coptic 
population. Schema dinamico delle interferenze fra cambi, prezzi e sconto. 
G. PatomsBa. The writer sets out a number of differential equations 
to illustrate the reciprocal relations between exchanges, prices and the 
discount rate. 

JANUARY, 1938. Problemi sociologici e la sociologia del Prof. Menzel di 
Vienna: O. WEINBERGER. An appreciation of the work of Professor 
Menzel in the field of sociology. Le organizzazioni amministrative in 
Cina: 8. Kwane-Tsten. An account of the administration organisation 
of modern China. Appunti sulla vita economica di alcune popolazions 
eritree: V. L. GrotraNnetii. The cost of living of the Baria and 
Cunama peoples of Eritrea has risen from 30 lire a month in January 1935 
to 90 lire in April 1937, but it is probable that money incomes have risen 
in about the same proportion. 

Fespruary, 1938. La teoria matematica del programma  economico. 
L. Amoroso. The text of a paper read in Venice on the occasion of the 
centenary of Cournot. The full paper together with the mathematical 
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proof will be published separately. New formule are given for marginal 
ophelimity, marginal productivity in relation to price, etc., in terms of a 
dynamic system. Per Vautarchia: lane e carni: V. Rivera. A short 
article advocating an increase in sheep raising in Italy. L’annata 
industriale : L.Marzano. An account of the official control of industrial 
investment in Italy during the first six months of 1937. JI “‘ riscatto”’ 
dell’ industria dai costi costanti: M. Dr Luca. A discussion of the réle 
of fixed or overhead costs in the distribution of the national dividend. 


De Economist. 

DECEMBER, 1937. Onze handelsstatistiek, een technisch probleem van 
economische beteekenis: M. Riyxes. In the monthly and yearly 
statistics issued by the Dutch Government relating to imports and 
exports, entries for the last few days of any period are liable to a carried 
over to the next period. A discussion of the effects of this carry-over, and 
why it has not been possible to eliminate it. De internationale zijde van 
het prijsstabiliseeringsprobleem. II.: W.L. Vaux. A continuation of 
the discusssion of international price-stabilisation. Various further 
factors are considered: divergency in structure of price-dispersion in 
different countries; movement of capital; balance of payments; 
institutional factors like the gold standard. Future policy is discussed. 
De Nederlandsch-Indische crisismaatregelen. III: H. J. BROEKVELDT. 
Conclusion of series of articles on measures taken during the crisis in 
Dutch East Indies. The present instalment deals more particularly 
with measures relating to import and export trade. 

JANUARY, 1938. Compensatietransacties: A TreEep. A discussion of 
** compensation-transactions,” one of the newer forms of reaction 
against more recent forms of protection. It is defined as “an inter- 
national trading transaction, consisting of an import and export of 
goods of like or unlike value, which is made commercially possible by the 
fact that one of the parties concedes a portion of his profits to the other 
party in the form of a premium.” The article discusses (i) the motives 
leading to the formation of compensation-transactions; (ii) the attitude 
of the authorities; (iii) the nature and the framework of these trans- 
actions; (iv) the policy of compensation from the point of view of the 
undertaker; (v) the connection between the rate of exchange and the 
compensation-premium. De Kapitaalinteresttheorién van E. von Béhm- 
Bawerk en Alfred Marshall: R. M. A. Hipasat. A detailed examina- 
tion of the views of Béhm-Bawerk and of Marshall on the subject of 
interest, critical of Bohm-Bawerk and favourable to Marshall. Marshall’s 
restatement of Senior’s abstinence theory is also defended. 

FEBRUARY, 1938. De daling der geboorten: Tegenmaatregelen en hun 
resultaten in Duitschland en Italié: J. MEERDINK. An account of the 
measures taken in France and Belgium, and in Germany and Italy to 
counteract the falling birthrate. Special attention is devoted to 
Germany and the results taken in that country to encourage marriage. 
The measures taken to stimulate marriage have undoubtedly been 
successful; but an analysis of the figures (following Burgdérfer) shows 
that the increase in births has not been wholly due to the increased 
number of marriages; there has also been an increase in fertility in the 
marriages contracted before 1933. In Italy there has been no corre- 
sponding success; but (a) the measures in this case were operating on a 
birth-rate already higher; and (b) but for these measures the decline 
might have been more pronounced. There is more hope for Italy in a 
reduction of the figures for infant mortality. Bankcontréle en bank- 
bedrijf in Belgié. Orro Ronart. A survey of the Belgian banking 
system, with reference to legal regulation and the relation to industry. 
De bestrijding der werkloosheidsgevolgen in Nederlandsch-Indié gedurende 
1930-36: I.: M. F.J.Coox. An investigation into the social conse- 
quences of the heavy decline of purchasing power, the fall in world 
prices and the limitation of opportunities for work in the period in 
question. Distinction is drawn between the diminution of welfare 
communally borne and that in the field of individual unemployment. 
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Ekonomisk Tidskrift. 
Aprit-May, 1937. Gustav Akerman’s Theory of Capital and Interest : 
L. WipEN. The author starts by examining the relationship between 
the theory of Akerman and those of Béhm-Bawerk and Wicksell. He 
is particularly concerned with the difficulties raised by depreciation 
when the attempt is made to fit durable equipment into the production- 
process analysis. He suggests a mathematical reformulation, on Aker- 
man’s lines, to allow for the inclusion of machinery of varying durability, 
Economic Analysis : J. AkERMAN. A long article setting out in classifi. 
catory form the fundamental principles and steps in economic analysis, 
The relation between general and particular equilibrium analysis is dis- 
cussed, and the relevance of stationary analysis to the real world is con- 
sidered. Marshall is hailed as the introducer of anticipations into 
economic analysis. 
JUNE, 1937. Swedish Manufactures in the Eighteenth Century: E. F. 
HecksHER. A large scale and extremely thorough examination of the 
fortunes of the various Swedish industries from 1741 to 1815, making 
full use of the statistical material available. The period appears to 
fall roughly into two halves, the first dominated by home politics, and 
the second by the international situation, merging into the continental 
system. The first half is notable for a boom of striking intensity in 
1758-1762. The second exhibits the usual war-time symptoms, par- 
ticularly a violent rise in the value of textile manufactures. It is also 
notable for the use made by Napoleon of Swedish ports and factories. The 
article throws much light on the internal social and economic organisation 
of Sweden. The diversity of her industries is noteworthy, and the long- 
period trend is strongly upward. Textiles remained predominant 
throughout, but sugar and tobacco were developing rapidly. Metal 
manufactures were still on a very small scale, but by no means negligible. 
The distributiou of the industrial population and the size of firms are 
discussed. Attention is drawn to the predominant influence of Stock- 
holm, with from 60,000 to 70,000 inhabitants. 
Skandinaviska Kreditaktiebolaget. 

JANUARY, 1938. On the Eve of a Menacing Depression: G.CAssEL. The 
Surplus of Foreign Exchange, the Capital Market and the Rate of Interest : 
G. Akerman. The Marma Combine. The Economic Situation during 
the Fourth Quarter of 1937. 
Aprit, 1938. The Guiding Principles of Monetary Policy: G.CassEt. The 
World Population Problem: K.-G. HacstrormM. Swedish Automobile 
Factory. 

Emdewpnas Kowwvixns xat Anpooras Oixovopxns. 


OcToBER—DECEMBER, 1937. Les problémes fondamentaux de la politique 
sociale moderne et la législation heilénique: G. CasstmaTis. Les réper- 
cussions des mesures gouvernementales directes dans le domaine des relations 
économiques internationales : D. Detivanis. Le mouvement naturel de la 
population en Gréce, vu a la lumiére des méthodes récentes : C, ATHANAS- 
stapks. Le mouvement de la population en Gréce : E. AVEROF. 

ANUARY—MarcH, 1938. _ Le probleme de la stabilité de la place des salaries : 

C. AGcatLopoutos. LHtalon monétaire national ow international? S&S. 

CATIFORIS. Le mouvement naturel de la population en Gréce: C. 

ATHANASSIADES. 


Information Bulletin, Nanking. 


VoL. IV, No. 8. The Boxer Protocol and Japanese Aggression. 

No. 9. The North China Crisis. 

No. 10. The Sino-Japanese Crisis. 

No. 11. The North China Agreements and Japanese Charges. 
No. 12. Foreign Press Opinions on Sino-Japanese Hostilities in 
Shanghai, 1937. 

















1938] RECENT PERIODICALS AND NEW BOOKS 363 


NEW BOOKS 


British. 
ALLEN (R. G. D.). Mathematical Analysis for Economists. 
London: Macmillan, 1938. 9’. Pp. xv + 548. 3ls. 6d. 


[To be reviewed. ] 


BartEy (S. H.). International Studies in Modern Education. 
Oxford University Press, 1938. 9”. Pp. ix + 309. 15s. 


[A somewhat formal discussion of the nature and extent of the provisions 
now made for research on and teaching of the subject of international relations 
in a number of European countries and in the U.S.A., together with discussion 
of the obstacles to the development of the subject. A definition of international 
relations is attempted, and it is suggested that the subject is coming to be regarded 
as “a special type of sociology.’’] 

BECKERATH (U. v.). Public Insurance and Compensation Money. 
London: Williams and Norgate, 1938. 9}”. Pp. 91. 3s. (paper). 

[The possibility of developing insurance facilities in Asia, in colonies and 
new countries through the application of the system of purchasing certificates 


advocated by Prof. Milhaud is here examined in a practical way; the general 
and increasing importance of the insurance factor in the economic system is 


also considered. ] 

Beer (M.). Early British Economics. From the Thirteenth to 
the Middle of the Eighteenth Century. London: Allen and Unwin, 
1938. 8”. Pp. 250. 8s. 6d. 

[To be reviewed.] 

Bonn (M. J.). The Crumbling of Empire. The Disintegration of 
World Economy. London: Allen and Unwin, 1938. 9”. Pp. 432. 
lds. 


[To be reviewed. ] 


Bruck (W. F.). Social and Economic History of Germany from 
William IT to Hitler, 1888-1938. London: Oxford University Press, 


Cardiff: University Press Board, 1938. 9”. Pp. xv + 292. 12s. 6d. 

[To be reviewed. } 

Cote (G. D. H.). Persons and Periods. London: Macmillan, 
1938: 9”. Pp. 332. 12s. 6d. 

[To be reviewed. ] 

CouLBorN (W. A. L.). An Introduction to Money. London : 
Longmans, 1938. 9”. Pp. xvi + 278. 6s. 

[Reviewed in this issue. ] 

CREIGHTON (D. G.). The Commercial Empire of the St. Lawrence, 


1760-1850. Toronto: The Ryerson Press, Oxford University Press, 
1937. 10’. Pp. vii + 441. $5.00. 22s. 6d. 


[To be reviewed. ] 


Croome (H. M.) and Hammonp (R. J.). The Economy of Britain; 
A History. London: Christophers, 1938. 8’. Pp. xx + 327. 8s. 6d. 


[To be reviewed. ] 
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DomkeE (M.). International Loans and the Conflict of Laws. A 
Comparative Survey of Recent Cases. London: Sweet and Maxwell, 
1937. Pp. 21. 

[The author, who was formerly of the German Bar, is a Consultant in Inter. 
national Law in Paris. ] 


Exzie (P.). Foreign Balances. London: Macmillan, 1938. 9’, 
Pp. xii + 186. 8s. 6d. 


[To be reviewed. } 


Ernzic (P.). World Finance, 1937-1938. London: Kegan Paul, 
1938. 9”. Pp. xvii + 366. 12s. 6d. 


[To be reviewed. } 


ELDERTON (W. P.). The Impossibility of War Risk Insurance. 
Cambridge University Press, 1938. Pp. 16. 6d. 

[War risk cannot be covered by insurance or a mutual pooling scheme, 
largely because of the impossibility of calculating a premium, nor would it be 
possible to devise a Government scheme. ] 


GILLESPIE (J. J.). The Principles of Rational Industrial Manage. 
ment. London: Pitman, 1938. 83”. Pp. xv + 229. 10s. 6d. 

[The author of this book is a management consultant. He examines and 
severely criticises the methods of svientific management and suggests alternative 
principles of his own, derived from a psychological and sociological approach.] 

Graduate Institute of International Studies. The World Crisis; 
Political and Historical Legal and Economic Problems. London: 
Longmans, Green, 1938. 9”. Pp. xii + 385. 10s. 6d. 


[To be reviewed. ] 


Hatt (P.) and Locks (H. W.). Incentives and Contentment. A 
Study made in a British Factory. London: Pitman, 1938. 7}’. 
Pp. xii + 190. 2s. 6d. 


[To be reviewed. ] 


HinpacE (H. T.). The New Management. London: Macdonald 
and Evans, 1938. 84”. Pp. xxviii + 358. 16s. 

[This book falls into three parts. In the first are expounded, quite adequately 
but along well-worn paths, the principles of an exchange economy, the principles 
of organisation, as applied to manufacture and commerce, the systems of time 
and work studies, the effects of standardisation, and finally the elements of 
accountancy. In Part II a series of individual problems of organisation are 
considered in full detail against their own actual and realistic backgrounds, 
such as a rolling-mill, a jobbing-forge and a cigarette factory, and the book 
immediately comes alive. In Part III the principles evolved are very briefly 
considered in application to the larger issues of the industry rather than of the 
firm. Part II will be interesting not only to the practical man, but also to the 
economist concerned with the ways in which industrial decisions are and should 


be made. ] 

Hopson (J. A.). Confessions of an Economic Heretic. London: 
Allen and Unwin, 1938. 74”. Pp. 217. 5s. 

[To be reviewed. } 

HocseEn (L.), (Ed.). Political Arithmetic. A Symposium of Popula- 
tion Studies. London: Allen and Unwin, 1938. 93”. Pp. 531. 308 


[To be reviewed. ] 














1938] RECENT PERIODICALS AND NEW BOOKS 365 


Hoiman (L. J.). Simplified Statistics. London: Pitman, 1938. 
7h’. Pp. xii+ 142. 3s. 6d. 

[This little book will probably be more useful than its ‘‘ bright and enter- 
taining style ’’ would suggest. It covers correlation and association, but proves 
no formulae. ] 


The Horace Plunkett Foundation. Year Book of Agricultural 
Cooperation, 1938. London: P.S. King, 1938. 84”. Pp. vi + 564. 
15s. 

[An optimistic introduction records the advance of agricultural co-operation 
in “ every country where the movement has retained its substantial freedom,”’ 
and in the following chapters some 35 countries are dealt with, each by different 
authors, and there are chapters on Karolyi, the founder of the Hungarian 
Co-operative movement, by Prof. Thrig, and on Co-operation and the Nutrition 
of Colonial Peoples by H. A. Izant.] 


Hume (D.). An Abstract of a Treatise of Human Nature, 1740. 
Reprinted in type facsimile. With an introduction by J. M. Keynes 
and P. Sraffa. Cambridge University Press, 1938. 8”. Pp. xxxii + 
32. 3s. 6d. 

[This book puts an end to the legend that Adam Smith was the author of 
the Abstract, by identifying the true author as Hume himself. It is here argued 
that Hume made an effort to enliven the market for his recently published 
Treatise, which had fallen flat, by publishing an anonymous “ puff ”’ of his own 
work. In fact, the evidence, which is all clearly set out, makes it certain that 
the rare pamphlet, here reprinted in facsimile, is nothing less than a new work 
by Hume. ] 


Innis (H. A.), (Ed.). Essays in Political Economy in Honour of 
E. J. Urwick. The University of Toronto Press, 1938. 9”. Pp. 
xi + 236. 

[This volume represents a tribute to Professor E. J. Urwick, who in 1937 
retired from the chair of Political Economy in the University of Toronto. The 
introduction gives a brief account of Professor Urwick’s life and writings. The 
essays cover a wide variety of subjects, ranging from the more practical problems 
of the Drought Area, examined by Mr. W. J. Waines, and of the effects of the 
tariff on Canadian butter styidied by Miss Chapman, to the more abstract issues 
of overhead costs treated by Miss Biss, of Imperfect Competition and Inter- 
national Trade Theory discussed by Mr. McDiarmid, and of Monetary Theory 
and Politics (a study prompted by the affairs of Alberta) by Mr. V. F. Coe. 
All these, and others of the essays, deserve attention. The whole forms a 
fitting tribute to Professor Urwick, and possesses a distinction that is too rare 
among Festschriften.] 


JEWKES (J. and §.). The Juvenile Labour Market. London: 
Gollancz, 1938. 8”. Pp. viii+ 175. 4s. 6d. 


[To be reviewed. ] 


Kapoor (I. M.). Science of Economics. Volume I. Part I. 
Methodology. Lahore: The New Era Publishers, 1937. 9”. Pp. 
viii + 120. 

[The author is Professor of Finance and Organisation in the Hailey College 


of Commerce, Lahore. The volume is designed to present the fundamentals 
of economics to elementary students. It is concerned chiefly with problems of 


the scope and method of the subject.] 

Knoop (D.), Jones (G. P.) and Hamer (D.). The Two Earliest 
Masonic MSS. Manchester University Press, 1938. 9”. Pp. viii + 
216. 12s. 6d. 


[To be reviewed. ] 
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Lieseck (O.). Currency to Come. London: 59 Belsize Park, 
N.W. 3., 1937. Pp. 64. 2s. 

[The author, believing Sylvio Gesell to be “‘ the greatest genius the economic 
world has yet produced,’’ proposes not a system of Gesell notes, but instead a 
rational cheque currency which would prevent “the abuse of money by 
hoarding.’”? Under this scheme the banking system would be owned by the 
State, cheques would be the only means of exchange, a tax would be imposed if 
the rate of transfer between deposits was insufficient, and the volume of deposits 
would be related to the wholesale price level.] 


LizpmaNN (H.). Tariff Levels and the Economic Unity of Europe. 
London: Allen and Unwin, 1938. 843”. Pp. 424. 2ls. 


[To be reviewed. ] 


LippMANN (W.). The Good Society. London: Allen and Unwin, 
1937. 9’. Pp. xxx + 402. 10s. 6d. 


[To be reviewed. ] 


McDonatp (D. M.). A Select Bibliography on Location of 
Industry. Montreal: McGill University, Social Research Bulletin 
No. 2, 1937. 10’. Pp. xi+ 84. 60c. 


(The author claims that the 708 references in this book overlook little material 
which has been published in Canada or the United States, and he hopes that the 
most valuable British references are included. ] 


Morcan-Wess (Sir C.). The Outlook for Gold. London: Allen 
and Unwin, 1938. 73”. Pp. 151. 4s. 6d. 


[As the natural acceptability and liquidity of gold is “‘the most purely 
democratic fact in the world,’”’ and as the public is not being given adequate 
quantities of those forms of money in which it desires to express its liquidity 
preference, the author would recommend the removal of réstrictions on the 
coinage of gold. The prestige of investment as a method of storing savings 
having increased up to the war, is now, he believes, declining. If people are 
supplied with gold, money will continue to be able to exert its proper function 
as a store of value.] 


New Fabian Research Bureau. The City To-day. London: 
Gollancz and New Fabian Research Bureau, 1938. Pp. 39. Is. 


[The City’s champions like to portray it as a place where highly-trained men 
perform very difficult tasks which are of vital importance to the community 
and which call for qualities of judgment and enterprise such as could never be 
forthcoming from a Government institution. They stress the dogma that 
Government interference with such a complicated organism would be disastrous, 
not only to the City, but also to the nation (or even the world). In any case, 
it is quite unnecessary, because unfettered competition will cure all evils and 
ensure that the community obtains the necessary service at absolutely minimum 
cost. This pamphlet supplies a very welcome antidote to such propaganda. 
It starts by reviewing recent changes which have produced ‘‘ A Bank of England 
bowing down to the Treasury, an Exchange Equalisation Fund dominating the 
Exchange Market, a Foreign Investments Committee supervising long-term 
foreign lending, and an Export Credits Department invading the domain of the 
private banker ”’ (p. 13), besides much control in the internal sphere. These 
extensions of government control are all held to justify Socialist views and to 
make their translation into practice much easier. However, the writer 
expresses grave doubts at to whether the City would submit so willingly if a 
Labour Government were in office, and therefore advocates the substitution of 
legal powers for “‘ requests.’”” The whole argument is clev erly supported by 
quotations from the City Editor of The Times and other “high priests of 
orthodoxy,”” who have accidentally given away vital points when discussing 
other matters. The various City institutions are then surveyed in turn. 
Nearly all are found guilty of being far too big for their legitimate business, so that 
they can only live by encouraging sheer speculation; of conspiring to charge 
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exorbitant prices, so that they can earn unjustified profits despite wasteful over- 
capacity; of fulfilling their function badly, largely through their speculative 
dealings; of showing political bias; and of paying little heed to the interests 
of anyone but themselves. ] 

O’SuLLIVAN (W.). The Economic History of Cork City. Cork 
University Press, Longmans Green, 1937. 83”. Pp. 382. 10s. 6d. 


[To be reviewed. ] 


P.E.P. Report on the British Health Services. London: P.E.P., 
1937. 10°. Pp. 430. 10s. 6d. 
[To be reviewed. ] 


P.E.P. Report on the British Press. London: P.E.P., 1938. 10”. 
Pp. 333. 10s. 6d. 


[To be reviewed. ] 


Pilgrim Trust. Men Without Work. Cambridge University Press, 
1938. 9”. Pp. xii + 447. 7s. 6d. 


[Reviewed in this issue. ] 


Public Development and Slump Control. The Next Five Years 
Group. Occasional Communications, No. 1. Pp. 8. 

[This small pamphlet accepts the growing agreement among economists as 
to the possibilities of slump control through planned public works and outlines 
some psychological and economic factors. It righly emphasises the need for 
greatly increased public enlightenment on the subject.] 


RayMonD WaALsH (J.). Labour’s Battle in the U.S.A. London: 
Allen and Unwin, 1938. 84”. Pp. 293. 10s. 6d. 

[To be reviewed. } 

RICHARDSON (J. H.). Industrial Relations in Great Britain. 2nd 


edition. International Labour Office, London: P.S. King, 1938. 9”. 
Pp. xi + 290. 4s. 

[The first edition of this book was published in 1933, and since that date 
British industrial relations have been so remarkably stable that very few 
changes were necessary to bring this first edition up to date. In fact, all the 
chapter sections listed in the contents are identical in the two editions, apart 
from the addition of two short sections on the machinery for collective bargaining 
in road transport and shipping. The author notes, however, a distinct tendency 
for the State, while preferring voluntary agreements, to consider the introduction 
of statutory methods to ensure the effective regulation of working conditions, in 
the case of badly organised industries. } 


Rout (E.). A History of Economic Thought. London: Faber 
and Faber, 1938. 9”. Pp. 430. 12s. 6d. 


[To be reviewed. } 


The Royal Institute of International Affairs. Anglo-American 
Trade Relations. London: The Royal Institute of International 
Affairs, Information Department Papers, No. 22, 1938. Pp. 48. Is. 


[The interest of this pamphlet is largely in its excellent statistics. After 
outlining the recent changes in British and American commercial policy, it 
examines the significance of Anglo-American trade; the balance of payments 
between the U.S. and the British Empire; the course of Anglo-American trade, 
1929-37; American trade with the British Colonies and Newfoundland and 
with the British Dominions, and the possibilities and limitations of an Anglo- 
American Agreement. There is an analysis of the directions in which an 
expansion of Anglo-American trade may be looked for, and a consideration of 
the obstacles to agreement. Opposition on the U.K. side is likely to come 
only from the Dominion farmers, if it is the case that “‘ British industry, as 
distinct from agriculture, would appear likely to gain more than it loses by an 
Anglo-American Agreement.’’] 
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RvussEt (Bertrand) and others. Dare we Look Ahead. London: 
Allen and Unwin, 1938. 7}”. Pp. 190. 5s. 

[The authors of this book, which is based on the 1937 Fabian Lectures, are : 
Bertrand Russell, Mr. Vernon Bartlett, Mr. G. D. H. Cole, Sir Stafford Cripps, 
Mr. Herbert Morrison and Prof. Laski. Although most of the lectures were 
substantially revised or even rewritten, they would still be better heard than 


read. | 

SaDEQUE (A.). The Problem of the Standard of Indian Currency. 
Its History and Solution. Calcutta : Mohammadi Press, 1938. 8}’, 
Pp. xii + 225. 


[This book, by the Professor at Islamia College, Calcutta, is astudy of Indian 
currency standards from the time of Akbar to the present. The main emphasis 
is on the periods since the War, though there is a full discussion of the reasons 
for the greater fluctuations of rupee than of gold prices before the War. In 
his discussion of post-War and of future policy he is brought to consider the 
alternative ends of monetary control and criticises Mr. Keynes for desiring to 


increase the “ carrying-cost ’’ of money.] 

SapGRovE (W. A.). Gold and the Trend of Trade. London: 
P. S. King, 1938. 8}”. Pp. 15. 6d. 

{The author is one of those who believe that world affairs are still dominated 
by the body of economic thought that has guided the governing and academic 


classes for the last hundred years. Owing largely to the importance of 
administered prices, he thinks that the gold standard “interferes with the 


livelihood of the masses.’’] 
SaRKAR (B. K.). Social Insurance Legislation and Statistics. The 
Calcutta Publishers, 1936. 9”. Pp. xx + 446. Rs. 8. 


[The purpose of this book is to make available, mainly to Indian politicians 
and students, knowledge of the extent and methods of social insurance in 
Europe and other parts of the world, and to discuss their suitability to Indian 
conditions. The existing provision in India for sickness, accidents, old age and 
unemployment is fully discussed, and the serious gaps in it are made evident.] 


Scuumann (C. G. W.). Structural Changes and Business Cycles in 
South Africa, 1806-1936. London: P. 8. King, 1938. 9”. Pp. 
xix + 397. 16s. 


[To be reviewed. ] 


SuHackte (G. L. S.). Expectations, Investment and Income. 
London: Oxford University Press, 1938. 9”. Pp. 119. 7s. 6d. 


[To be reviewed. ] 


SHarir (M. M.). A Critique of Economics. Simla: Fine Art 
Printers, 1937. Pp. 39. 


[This is a paper read at the University of Aligarh by the author, who is 
Reader in Philosophy in that university. He pleads for a closer attention to 
the ethical basis of economic policies. ] 


Smon (SHEenA D.). A Century of City Government. Manchester, 
1838-1938. London: Allen and Unwin, 1938. 9”. Pp. 4650. 
12s. 6d. 

[To be reviewed.] 


Sova (K.B.C.). Debt Legislationin Bengal. Calcutta : Chatter- 
jee, 1938. Pp. 40. Rs. 1.00. 


[This is a most workman-like and useful pamphlet, which sets out with 
admirable lucidity the present law and practice with regardtodebt. It discusses 
gaps and defects, and makes suggestions for further action.] 
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SKENE SmitTH (B.), (Ed.). Materials on Japanese Social and 
Economic History: Tokugawa Japan. London: P. 8. King, 1937. 
9’. Pp. xvi+ 176. 5s. 


[To be reviewed. ] 


Social Service: Overlapping and Co-ordination. The University 
of Liverpool, 1938. Pp. 39: 1s. (paper). 


{An examination of the Liverpool Register of Mutual Assistance. ] 


TayLor (R. M.). A Social Survey of Plymouth. Second Report. 
London: P. 8. King, 1938. 84”. Pp. 67. 3s. 6d. (paper). 


[This Second Report is additional to, and far fuller than, the First Report 
published in 1935, but it covers very similar ground. It is restricted to a sample 
of private working-class families, whose income from all sources did not exceed 
£250. The most interesting sections are those relating to housing and over- 
crowding. The Report is strongly critical of the Ministry of Health’s Over- 
crowding Survey, partly because it lays no emphasis upon bedroom accommoda- 
tion, and partly because Local Authorities were left to decide which houses in 
their own area should be inspected, and were restricted to so-called ‘‘ working- 
class dwellings,’”’ and thus probably missed many houses actually inhabited by 
the working class. In six areas, including Plymouth, private overcrowding 
surveys have shown far higher overcrowding figures than the official figures. 
In the case of Plymouth the official figure was 6 per cent. and the Survey 
figures varied between 17 and 25 per cent. according to the standard used. 
The average rent including rates in Plymouth was 12s. 5d., a higher figure than 
that for the Eastern Survey Area of London in 1929-30, and the average 
working-class income was £2 10s. 10d., made up 75 per cent. of wages, 12-5 per 
cent. of social services, 4-7 per cent. rent from house-letting, 4-8 per cent. Service 
pensions, 1-8 per cent. industrial pensions and 1-6 per cent. from miscellaneous 
sources. Rough tables of family expenditure, based on 2001 replies to inquiries, 
are included. ] 


Witson (Str ARNOLD), and Levy (H.). Burial Reform and Funeral 
Costs. London: Oxford University Press, 1938. 10°. Pp. xv + 248. 
12s. 6d. 


[To be reviewed.] 


The World’s Economic Future. London: Allen and Unwin, 1938. 
74”. Pp. 134. 4s. 6d. 


[To be reviewed.] 


American. 


AssotTt (C. C.). The New York Bond Market, 1920-1930. Har- 
vard University Press, Harvard Economic Studies 59, Oxford Uni- 
versity Press, 1937. 9”. Pp. xvii + 224. $2.50. 10s. 6d. 


[To be reviewed. ] 
ARNOLD (T. W.). The Folklore of Capitalism. New Haven: Yale 


University Press, Oxford University Press, 1937. 8”. Pp. vii + 400. 
$3.00. 


[Reviewed in this issue.] 
BakkEN (H. H.) and Scuaars(M.A.). The Economics of Co-opera- 


tive Marketing. New York and London: McGraw-Hill, 1937. 9’. 
Pp. 583. 24s. 


[To be reviewed. ] 
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BERNSTEIN (E. M.). Public Utility Rate Making and the Price 
Level. Chapel Hill: The University of North Carolina Press, Oxford 
University Press, 1937. 83”. Pp. x + 142. $2.50. IIs. 6d. 


[To be reviewed. ] 


BIDWELL (P. W.). Our Trade with Britain. New York: Council 
on Foreign Relations. London: Royal Institute of International 
Affairs, 1938. 9”. Pp.x-+ 129. $1.50. 6s. 


[To be reviewed. } 


Cote (A. H.). Wholesale Commodity Prices in the United States, 
1700-1861. Harvard University Press, Oxford University Press, 1938, 
103”. Pp. xxiii+ 187. 17s. $4.00. 


[To be reviewed. } 


CoE (A. H.). Wholesale Commodity Prices in the United States, 
1700-1861. Statistical Supplement: Actual Wholesale Prices of 
various Commodities. Harvard University Press, Oxford University 
Press, 1938. 103”. Pp. x + 359. 10s. 6d. $2.50. 


[To be reviewed. ] 


Cot (G.) and Lenmann (F.). Economic Consequences of Recent 
American Tax Policy. New York: The Graduate Faculty of Political 
and Social Science, New School for Social Research, 1938. Supple- 
ment “‘ Social Research.” Pp. xii+ 108. $1.00. 


[Reviewed in this issue. ] 


CROMWELL (J. H. R.) and CzeRwonky (H. E.). In Defense of 
Capitalism. New York: Scribner, 1937. 9”. Pp. xvii + 373. 

[The theme of this book, as proclaimed on the cover, is that capitalism is an 
ideal which has never been achieved, so that before it is discarded it should be 
‘“* given a fair chance to show what it can do.’’ The authors diagnose our 
troubles as springing from the failure of the monetary authorities to obey five 
simple rules, the burden of which is that they must ensure an adequate money 
flow arising out of incomes, to purchase the potential output of finished goods. 
Occasionally we hear of the need for restraining this flow, but the emphasis is 
on stimulation. This is to be secured by any combination of three methods : 
(a) direct creation of new money to be used by the Treasury for public works, 
tax remissions or debt redemption; (6b) granting of subsidies out of newly 
created money to entrepreneurs who borrow from member banks so as to reduce 
the interest cost of their loan if need be to a negative level; (c) variation of 
member banks’ reserve ratios. Provided the dollar flow is properly maintained 
(and the authors anticipate little difficulty), unfettered capitalism will produce 
an economic paradise; all attempts at redistribution through income taxes and 
social services should then be abolished. ] 


DaHLBERG (A.). When Capital goes on Strike. New York: 
Harper, 1938. 9”. Pp. xxii-+ 218. $2.50. 


[To be reviewed. } 


Dex (B. N.) and Lururincer (G. F.). Economics and Social 
Institutions. Vol. V. Population, Resources and Trade. Boston: 
Little, Brown, 1938. 7”. Pp. x-+ 291. $1.20. 


[While in form and exposition a text-book, this volume deserves the attention 
of others than elementary students. Its arrangement might be a model for all 
future books on the subject. In the first part, starting from theories of population, 
the authors discuss the growth and present distribution of world population, 
and then, after more detailed consideration of the problems of the United States, 
examine the significance of the recent changes and the relation of population to 
natural resources. The second part deals with the nature of international 
economic relations, with the theory of international trade, and the repercussions 
of monetary policies, and finally with the broader issues of commercial policy.] 
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DonaLpson (J.). The Dollar: A Study of the “‘ New” National 
and International Monetary System. New York: Oxford University 
Press, 1937. 83”. Pp. xiii+ 271. $3.75. 


[To be reviewed. ] 


The Economic Library of Jacob H. Hollander. Baltimore : 
Privately Printed, 1937. 103”. Pp. xi + 324. 


[In a charming introduction to this volume, which he has printed for circulation 
among his friends, Professor Hollander recalls how, on his first visit to England, 
the sight of Foxwell’s great library, overflowing his cases in St. John’s College, 

ve him the first impulse to collect old economic books. Forty years of patient 
and successful book-hunting have resulted as is apparent from the present 
catalogue, in what must be one of the most distinguished economic libraries in 
private possession. ] 


Fay (C. R.) and Baaitey (W. C.). Elements of Economics. New 
York : The Macmillan Company, 1938. 8”. Pp. xiv + 562. 7s. 6d. 


[This is a new edition, revised by Mr. Bagley, of a book by Mr. Fay, formerly 
of Erasmus Hall High School, Brooklyn, and to be distinguished from a constant 
contributor to this JouRNAL who possess unfortunately not only the same name, 
but also the same initials. It is designed for use in American secondary schools, 
and is at points somewhat superficial. Thus the other Mr. Fay might be shocked 
to find “‘ economic history ’’ compressed within the limits of pages 6 to 16. On 
the purely practical level the book has some merits. In theoretical detail minor 
errors are to be found. Thus both in the text and in a diagram of elastic demand 
the example given is at least in part inelastic. But at many of the most difficult 
points the exposition manages to achieve a quite successful compromise between 
strict accuracy and simplicity.] 


GaRVER (F. B.) and Hansen (A. H.). Principles of Economics. 
London: Ginn and Company, 1937. 9”. Pp. x + 686. 17s. 6d. 


(This is another of the large number of excellent popularisations of the 
marginal-revenue and marginal-cost economics which have lately come from the 
United States. It is wider in its range of subject-matter, and more firmly based 
upon the underlying facts of organisation and human behaviour than some of the 
others. Book I deals briefly with production, in the main on a thecretical rather 
than practical level. Book II deals with value, and forms the core of the study. 
It includes, besides the pricing mechanism, a discussion of the practical control of 
monopoly and of public regulation of prices. Book III covers money and prices, 
using the basis of the Fisher equations. Trade cycles are described, and a brief 
résumé of conflicting explanations is given. Book IV deals with distribution, in 
two parts, the first functional, the second institutional. Book V deals with 
International Economic Relations, and covers foreign exchange, the balance of 
payments and tariff issues. ] 


Gorpon (L.). The Public Corporation in Great Britain. New 
York : Oxford University Press, 1938. 83”. Pp. viii+ 351. 16s. 


[To be reviewed.] 


Hamitton (W.) and others. Price and Price Policies. London : 
McGraw-Hill, 1938. 9”. Pp. xiii + 565. 24s. 


[To be reviewed. ] 


Hanson (S. G.). Utopia in Uruguay; Chapters in the Economic 
History of Uruguay. New York: Oxford University Press, 1938. 
8". Pp. viii + 261. $3.50. 15s. 


[Little is known in Europe of the programme of State socialism and advanced 
social reforms initiated in Uruguay some 25 years ago by President José Batlle y 
Ordonez. This interesting book includes chapters on the State Insurance Bank, 
the Electricity Monopoly, the Railways, the State Banks, Labour Legislation, 
Social Security, Uruguay in the Great Depression. The fundamental elements 
in Batlle’s principles were unrestrained nationalism, hostility to foreign capital, 
confidence in the ability of the State to participate directly and successfully in 
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industry and trade, and belief that the State should secure for labour a larger 
share of the national wealth and income (without the redistribution of land. 
owners’ property). The chapter on foreign capital in Uruguay includes statistics 
of dividends, discusses the Uruguayan attitude to foreign capital, and concludes 
that on the whole British capital has not been badly remunerated in Uruguay.] 


Harwoop (E.C.). Current Economic Delusions and their probable 
Future Effects. Cambridge, Mass., American Institute for Economic 
Research, 1938. Pp. 112. $1.00. 


(Mr. Harwood compiles a list of ‘‘ typical bona fide economists ’’ because he 
believes that the view that all economists are fools is a dangerous delusion. 
Other views that the author claims to explode are “‘ that gold has not been a good 
servant ’’; that devaluation will double prices; that prices should behave; that 
we save too much; that pump priming is no use.] 


Kitoven (H. B.). International Trade. London: McGraw- 
Hill, 1938. 9”. Pp. xiv + 622. 24s. 

(This book for students is descriptive rather than theoretical. It includes 
sections on the early historical background; national commercial policies of the 
nineteenth century; the industrial foundations of twentieth-century commerce, 
with separate chapters on particular commodities and on foreign investment; 
twentieth-century practices and principles; dislocating influences of the world 
war; recent tendencies of commercial policy in particular countries; and the U.S, 
in world economy. ] 


Kuznets (Stmuon). National Income and Capital Formation, 1919- 
1935. New York: National Bureau of Economic Research, 1937. 
12”. Pp. x + 86. 6s. 6d. 


[To be reviewed. ] 


Lewis (C.). America’s Stake in International Investments. 
Washington : The Brookings Institution, Faber and Faber, 1938. 8”. 
Pp. xvi+ 710. $4.00. 18s. 


[To be reviewed. ] 


LuNDBERG (F.). America’s Sixty Families. New York: The Van- 
guard Press, 1937. 9”. Pp. xxii + 544. $3.75. 

{In this book the author seeks the answer to two questions: (1) who owns 
and controls the largest fortunes in the U.S.A.? and (2) how are they used in 
industry, politics, journalism, philanthropy and social life? He contends that 
the United States is substantially dominated by about sixty very rich families, 
buttressed by about ninety of lesser wealth. He puts forward the interesting 
thesis that the family, rather than the corporation or partnership, is the significant 
unit of financial control in America. Mr. Lundberg attempts a calculation of 
these sixty family fortunes by methods which are necessarily inadequate, but 
which he defends as the best possible in the circumstances. He traces the 
general growth of these fortunes from the year 1860. In that year one half of 
the land of the United States was held in trust for the people by the Government; 
by 1900 nine-tenths of this had been made over to railroads, mining syndicates, 
speculative land enterprises, etc., under the stimulus of corrupt politics, This 
part of Mr. Lundberg’s book contains much significant historical information. 
The answer to the second question is given in a series of chapters examining the 
control of the newspaper press by the richer families, their methods of philanthropy 
(bringing not only “ goodwill’’ but exemption from taxes on investments over 
which financial control may be retained after the “‘ gift ’’), the government of the 
universities not by their faculties, but by lay boards on which business interests 
preponderate, and the standards of personal expenditure of the very rich in 
relation to those of other classes. Mr. Lundberg ends with some tentative com- 
ments on President Roosevelt, whom he sees as a man with some genuine reforming 
impulses utilising an informal alliance between the consumers and the light 
industries against heavy industry and the banks. This book has aroused con- 
troversy in America. In some of its detail it may be open to criticism, but it is 
heavily documented, and the total picture it presents is too impressive to be 
ignored. ] 
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LuTHRINGER (G. F.), CuHaneuer (L. V.) and Cuinz, (D. C.). 
Economics and Social Institutions. Vol. IV. Money, Credit and 
Finance. Boston: Little, Brown, 1938. 7”. Pp.x-+ 379. 


[This forms a useful addition to the series. It is on a more simple level than 
some of the earlier volumes, and deals with practical details of currency and 
banking as well as with the theory. The exposition of the value of money is 
based upon the Fisher equations. A final section deals with public finance. ]} 


Macavutay (F. R.). The Movements of Interest Rates, Bond 
Yields and Stock Prices in the United States since 1856. New York: 
National Bureau of Economic Research. London: Macmillan, 1938. 
9”. Pp. 591. 21s. 


[To be reviewed. ] 


McCase (D. A.) and Lester (R. A.). Economics and Social 
Institutions. Vol. VI. Labor and Social Organization. Boston: 
Little, Brown, 1938. 7}”. Pp. viii + 374. $1.20. 

[This book is possibly less useful to readers outside the U.S.A. than the 
majority of volumes in the series. Parts I and II deal with labour organisation 
and legislation within the United States. Since it is necessarily concerned with 
general issues as well as with the details of recent events, it is somewhat too 
diffuse for employment as a book of reference. Parts III and IV are concerned 
with social security and social reorganisation in more general terms.] 


National Bureau of Economic Research. Studies in Income and 
Wealth. Vol.I. New York: National Bureau of Economic Research, 
1937. 9”. Pp. xviii + 348. 10s. 6d. 

[To be reviewed. ] 


National Industrial Conference Board. The Economic Doctrines of 
John Maynard Keynes. New York: National Industrial Conference 
Board, 1938. Pp. vii+ 78. $1.00 (paper). 


[This pamphlet contains five papers on Mr. Keynes’ doctrines. The first, 
by Prof. Cyril James of the University of Pennsylvania, gives a short, and over- 
simplified, account of the development of Mr. Keynes’ ideas down to the T'reatise 
on Money. Dr. Currie’s note on the theoretical and practical applications of 
Mr. Keynes’ General Theory of Employment, Interest and Money is of great interest. 
Working with Dr. Kuznets’ figures, he attempts to calculate the marginal pro- 
pensity to consume and the investment multiplier for each of the years 1919-1934. 
The results lead him to the view that the investment multiplier is too highly 
fluctuating to assist in predictions of the expansion of incomes consequent on a 
given investment. While sceptical of accurate statistical applications, Dr. 
Currie is evidently sympathetic to Mr. Keynes’ general technique of thought. 
Dr. Rufus Tucker is clearly unsympathetic. He doubts the evidence that 
Britain was unprosperous before 1929, and doubts whether that was a consequence 
of too high an interest rate. He believes that an easy-money policy may be 
disastrous, and appends eleven generalisations regarding monetary control. An 
impartial reader will wonder whether Dr. Rufus has really understood at all 
points the arguments that he is criticising. Dr. Lehmann’s note on the réle in 
Mr. Keynes’ system of the multiplier and the interest rate starts with an admirably 
lucid and accurate account of them, and then proceeds to discuss difficulties and 
qualifications, more particularly in regard to statistical or practical applications. 
In his discussion of the interest rate Dr. Lehmann raises some interesting points 
regarding the possible consequences of official announcements regarding future 
rates. Dr. Edie is concerned almost exclusively with propounding possible 
reasons why Mr. Keynes should think what he does. ] 


Peterson (G. M.). Diminishing Returns and Planned Economy. 
New York: The Ronald Press Company, 1937. 84”. Pp. xii + 254. 
$3.00. 


[The law of diminishing returns is more properly described as the “ principle 
of diminishing returns with changing proportions of the factors of production,” 
and most of this book, by the associate professor of agricultural economics in 
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the University of California, is taken up with arithmetical and graphieal demon- 
strations (which would be of greater use if they were not so long-drawn out) of 
what is meant by this. Economics should, in the author’s view, use a technique 
similar to that of chemistry. Accordingly, the whole argument is worked out in 
terms of factors X and Y which combine together to produce Z, When, however, 
the author comes to defining what he means by a unit of a factor of production 
the resemblance of economics to chemistry is shown to be not so marked (the 
sections devoted to this are most unsatisfactory) and when (p. 126) a person is 
defined as ‘‘ an assortment of chemical elements, hereditary characteristics . . 
combined and recombined into what psychologists sometimes term complexes 
the resemblance does not seem to exist at all.] 


” 


Puetps (V. L.). The International Economic Position of Argen- 
tina. Philadelphia: University of Pennsylvania Press, Oxford Uni- 
versity Press, 1938. 9”. Pp. xv + 276. 14s. 

[Reviewed in this issue.] 

Smmons (H.C.). Personal Income Taxation. University of Chicago 
Press, Cambridge University Press, 1938. 8”. Pp. xi + 238. $2.00. 
9s. 

[To be reviewed. ] 


The Twentieth Century Fund. Studies in Current Tax Problems. 
New York: The Twentieth Century Fund, 1937. 9”. Pp. xi + 303. 
$3.50. 


[Reviewed in this issue. ] 


Wa uace (D. H.). Market Control in the Aluminium Industry. 
Harvard University Press, Oxford University Press, 1937. 9”. Pp. 
xxix + 599. $5.00. 

[To be reviewed. ] 


WooprurFr (A. M.). Farm Mortgage Loans of Life Insurance 
Companies. Yale University Press, Oxford University Press, 1937. 
94”. Pp. xii + 204. 11s. 6d. 

[Part I is a description of the Mortgage Loan Investment and includes a chapter 
on lending history, 1910-30; Part II deals with Foreclosure and Liquidation, 
particularly in the period, 1929-36; Part III is an account of Depression Legis- 
lation affecting the Mortgage Investment. A very full bibliography is contained 
in an Appendix. ] 


French. 


GUERNIER (E.). Pour une politique d’empire : doctrine et action. 
Paris: Alcan, 1938. 9”. Pp. 208. 30 fr. 


[A collection of articles,‘some brief and journalistic, some of more weight, on 
questions concerning the politics and economics of the French African Empire.]} 


Hicks (J. R.). Théorie mathématique de la valeur en régime de 
libre concurrence. Paris: Hermann, Actualités scientifiques et indus- 
trielles. 1937. 10’. Pp. 55. 

[To be reviewed. ] 


International Chamber of Commerce. Distribution in twenty-six 
countries. Paris: International Chamber of Commerce, 1938. Pp. 
34. 15 fr. 

[Faced with this trilingual publication, one may well ask, ‘‘ What is distribu- 
tion? Retail distribution, the distribution of wealth, the geographical distribution 
of the population, or the distribution of factors of production between different 
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uses?’’ The statistical data, which are largely concerned with the distribution 
of the total population between age-groups, households and towns of different 
sizes, and with the numbers employed in different occupations, including retail 
trade, give us no clear answer. ] 


Kriz (M.). Les Opérations des banques d’emission sur le marché 
libre. Paris: Sirey, 1938. 10’. Pp. 280. 35 fr. 
[As a simple account of operations in the open market in recent years in various 


countries, this volume should be of use. Dr. Kriz’s style is precise and plain; 
his arrangement is conspicuously clear, and his conclusions are sensible and 


unexciting. } 


Larron-MonTEts (M.). Les Etapes du capitalisme de Ham- 
mourabi & Rockefeller. Paris: Payot, 1938. 9”. Pp. 207. 24 fr. 

[The author carefully explains that his book is a mere essai de vulgarisation, 
designed to enable the general reader to see contemporary problems in perspective. 
Despite its flamboyant title, this will be found a quiet and balanced summary 
of the teaching of many general treatises on the subjéct.] 


LAUFENBURGER (H.). Traité d’économie politique. Tome V. 
Paris: Sirey. 10’. Pp. xii + 658. 70 fr. 
[To be reviewed.] 


Lzepvuc (G.). La raison contre l’autarcie. Paris: Librairie Géné- 
rale de Droit, 1938. 74". Pp. viii+ 55. 9 fr. 
[This effective essay won a prize of 10,000 fr. and a Sévres vase. The names of 


the writers having been concealed until the decision was reached, it is gratifying 
that the winner was the distinguished translator of Marshall’s Industry and Trade. ] 


Prrou (G.). Essais sur le corporatisme. Paris: Sirey, 1938. 
8’. Pp. 172. 

[A collection of three lucid and unpretentious essays on the corporative 
theory of the control of industry, written in 1934, 1935 and 1936. Though 
meagre on the factual side, it contains valuable references to a number of 
contemporary French discussions on the subject.] 


Prrovu (G.). Les nouveau courants de la théorie économique aux 
Etats-Unis. Fascicule III. De l’Economie statique a 1’économie 
dynamique. Fascicule IV. De l’Economie spontanée a 1|’économie 
dirigée. Paris: Loviton, 1938. 10’. Pp.275and 160. 60/fr. 45/fr. 

[These are reproductions, apparently verbatim, in crude typescript of a course 
of lectures delivered by Prof. Pirou at the Ecole Pratique des Hautes Etudes. 
Extensive rather than profound, the course summarises the views of many 
contemporary American writers, and as such will be useful to those who can 
find a meaning in summaries. ] 


Rist (C.). Histoire des doctrines relative au crédit et 4 la monnaie 
depuis John Law jusqu’a nos jours. Paris: Sirey, 1938. 10’. Pp. 
471. 90 fr. 

[To be reviewed. ] 


Savvy (A.). Essai sur la conjoncture et la prévision économiques. 
Paris : Centre Polytechnicien d’Etudes Economique, 1938. 94’. Pp. 
190. 18 fr. 

(Designed, as its title would suggest, to arouse interest in the study of 
“conjunctures ”’ and business forecasting in France, this essay is admirably 
adapted to its purpose. It should also be of great use to students of French 
affairs, since M. Sauvy, as an official of Service de l’Observation Economique 
under the Minister of National Economy, is in a position to write authoritatively 
of the nature and utility of French statistics. His description of them should 
be indispensable to English readers.] 

No. 190.—voL. XLVI. cco 
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Watras (L.). Abrégé des éléments d’économie politique pure, 
Paris: Librairie Générale de Droit, 1938. 9°. Pp. 395. 70 fr. 


[To be reviewed. } 


Belgian. 


JussianT (J.). La Structure économique de la Suéde et de la 
Belgique. Brussels and Paris: Collection de I’Ecole des Sciences 
Politiques et Sociales de l'Université de Louvain, 1938. 9”. Pp. 
xx + 600. 

[To be reviewed. ] 


German. 


ABELMANN (F.). Hamburgs Giiterumschlag im Strom. Eine 
arbeitspolitische Untersuchung. Hamburg: Sporn, 1937. Pp. 128. 


[An account of the work and labour problems of the harbour of Hamburg.] 


AnpDERSON (O. N.). Struktur und Konjunktur der bulgarischen 
Volkswirtschaft. Jena: Gustav Fischer, 1938. Pp. 18. 

[The author indicates the favoured position of the Bulgarian city relative to 
the country-side. ] 


Branpav (G.). Ernteschwankungen und wirtschaftliche Wech- 
sellagen, 1874-1913. Jena: Gustav Fischer, 1936. Pp. 107. Rm. 


4.50. 

[Evidently written under the influence of Dr. Spiethoff, this dissertation 
establishes an unambiguous relationship between the economic fluctuations of 
the great industrial countries and the rhythm of harvest fluctuations. Prior to 
1890 this relationship was largely as between national industries and world, 
rather than national harvests; since 1890, however, it has become more 
markedly a relationship as between national industry and national harvest. 
Attempts such as those of Robertson, Pigou and Timoschenko, to get at this 
relationship by the use of the static method of variations, are credited with the 
limited utility of explaining particular historical occurrences. A general theory 
of economic fluctuations must content itself with saying that effective influence 
on the industrial cycle emanates from the turning points of the agricultural 
cycle if, and only if, the general economy is “‘ ripe ’’ for such stimulation. This 
being so, the way in which the impulse of the agricultural cycle works its way 
into the general situation—whether through increased total money returns to 
farmers, or through a fall in the price of raw materials—cannot be determined 
a priori.) 


HEILIGENTHAL (R.). Struktur der Industriebezirke. Heidelberg : 
Winter, 1938. 9’. Pp. 66. Rm. 4.80. 


[The author of this somewhat incoherent pamphlet seems to suggest that the 
centralised form of the industrial district is even more indicated in a “ bound 
economy ”’ than in a free enterprise system. ] 


Rettic (G.). Die europaische Agrargiiterversorgung. Heidel- 
berg : Winter, 1938. 10’. P.70. Rm. 4.50. 


[An uncritical discussion of the raw-materials question. ] 


Rizcer (W.). Uber Geldwertschwankungen. Stuttgart: Kohl- 
hammer, 1938. 94”. Pp.v +79. Rm. 3.80. 

[The author believes that business accounting which allows for small fluc- 
tuations in the value of money is impossible, but he admits that the possibility 
of such accounting exists in the case of large fluctuations; however, for non- 
economic reasons, he holds the practice to be undesirable. ] 
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ScHIEFELBEIN (H.). Die Geldschépfung als finanzwirtschaftliches 
Deckungsmittel. Rostock: Hinstorffs, 1938. Pp. xvi + 108. 

[A timely discussion of the German practice and theory of deficit-financing 
through credit expansion. ] 

SILBERMANN (W.). Chemie-Industrie und Aussenhandel. Ham- 
burg: Preilipper, 1938. Pp. 196. 

[To the country wishing to build up its export markets, synthetic products 
may not be unmixed blessings, for the battle against the natural product may 
result only in cut-throat prices, since competitive plants may be set up abroad 
with relative ease. } 


WaenER (J.). Die Preispolitik im Vierjahresplan. Jena: Gustav 
Fischer, 1938. Pp. 18. 


[This short lecture on the place of price-fixing under the Four-Year Plan is 
by the Reichskommisar fiir die Preisbildung. By the “ price-stop’’ decree of 
Nov. 26th, 1936, the upward movement of prices was effectively arrested. This 
action was taken in order to stabilise the relation between prices and wages, 
thus avoiding the “ vicious circle of price-increases and wage-increases, which 
never fails to lead to a bitter end,’’ and also to improve Germany’s competitive 

ition. As the Reichskommissar believes that Government price-policy must 

comprehensive to be effective, the price-stop included all prices from the 
start. While price-fixing is not supposed to continue indefinitely, the condition 
of its entire removal seems to be that entrepreneurs develop a completely 
national-socialist outlook, and even then it may be necessary “‘ where, under the 
ressure caused by the business cycle there appear harmful developments, 
yond the range of vision of the individual firm.”” The Kommissar cites with 
some show of horror the “ percentage price-decrees ” of the Briining adminis- 
tration, and makes it clear that he expects to get much further by consultation 
with the organisations representative of the particular trade affected at any one 
time. On many important points the Reichskommissar is unfortunately entirely 
vague—thus there is nothing about the pricing of commodities produced from 
self-sufficiency considerations—but some interesting specific examples are given 
for some commodities. ] 


Swiss. 


Effektenbérsenverein Ziirich. Vorstands-Bericht fir 1937. 
Zirich, 1938. Pp. 20. 

EvuLEenBvuRG (F.). Allgemeine Volkswirtschaftspolitik-Staat und 
Wirtschaft. Ziirich: Verlag fiir Recht und Gesellschaft, 1938. 10’. 
Pp. 320. Rm. 15.00. 

RaGaz (J.). Die Arbeiterbewegung in der Westschweiz. Aarau : 
Sauerlinder, 1938. Pp. xxvi + 260. 

[The experience of the labour movement in the west of Switzerland demon- 
strates to the author that State action and co-operative self-help cannot be 


—— as two distinct and possibly opposed ways of serving the interests of 
ur. 


Dutch. 


DatmuLpER (J. J. J.). On Econometrics. Some Suggestions 
Concerning the Method of Econometrics and its Application to Studies 
regarding the Influence of Rationalisation on Employment in the 
U.S.A. Haarlem: Nederlandsch Economisch Instituut, 1937. 93”. 
Pp. 88. F. 1.50 (paper); F. 2.50 (cloth). 

(The first two chapters are purely methodological, but in the remaining and 
larger part of the book the author succeeds Se tote statistically, somewhat 
on Prof. Tinbergen’s lines, a particular trade cycle hypothesis. He applies the 
results to measuring the influence of a given change in the labour productivity 
on the form of the trade cycle. ] 


cc2 
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Danish. 


PEDERSEN (J.) and PETERSEN (O. StRaNnGE). An Analysis of 
Price Behaviour during the period 1855-1913. Copenhagen: Insti- 
tute of Economics and History, London: Oxford University Press, 
1938. 94”. Pp. 268. 12s. 6d. 


[To be reviewed. } 
Swedish. 


AxeErMaN (J.). Das Problem der Sozialékonomischen Synthese. 


Lund : Gleerup, 1938. 10’. Pp. 329. 

MontaomeErRY (A.). How Sweden Overcame the Depression, 1930- 
1933. Stockholm: The Stockholm Institute for Economic History, 
1938. Pp.91. $1.00. 

[This is an attempt to relate the course of development in 1930-33 with the 
whole post-war Swedish background, and to compare Swedish experience with 
that of the other Scandinavian countries. The author emphasises the import- 
ance of Sweden’s favourable competitive position, and believes that Swedish 
monetary policy was the most important factor in recovery.] 


Italian. 


AuBERTI (M.). La guerra delle monete. Como: Cavalleri, 1937. 
8”. Pp. 308. 107. 


[This book is based on the preconceived notion that Great Britain is the 
villain of the post-war monetary drama of Europe. This in itself would not rule 
the book out of court. English readers usually have a sneaking admiration for 
those who attack their country, provided that it is done intelligently. The 
latter cannot, however, always be claimed for Signor Alberti. What is one to 
think, for instance, of the argument, occupying some ten pages in the book, by 
which the author seeks to prove that Italy is entitled to claim the return of the 
gold deposited with the Bank of England in 1915, in connection with the credit 
of £60 million granted to her, even if she does not repay that credit? This 
claim is based on a somewhat strange interpretation of the spirit of the Balfour 
Note, but this does not prevent Signor Alberti from attacking the Balfour Note 
earlier in his book, and describing it as ‘‘a knavish trick.’’ Signor Alberti’s 
facts and figures are not much more reliable. On p. 22 he states that “‘ England 
did not collaborate in any way with one single pound towards the financial and 
monetary reconstruction of Italy after the war.”” He seems to forget that the 
lira was stabilised in 1927 with the aid of a credit negotiated in London by 
Signor Stringher, then Governor of the Bank of Italy, and granted by a group 
of Central Banks headed by the Bank of England. There were also sundry 
long-term and short-term loans granted to Italian borrowers by various London 

It would be easy to compile an impressive list of similar inaccuracies. 
The untidiness of the whole work is characterised by the author’s reference to 
Mr. Norman Montagu, Sir Reginald McKenna, etc. Would it be too much to 
expect of Signor Alberti that he should get at least such well-known names 


right ?] 

Amoroso (L.). Principii di economica corporativa. Bologna: 
Zanichelli, 1938. 84". Pp. xix + 367. 30/1. 

Barone (E.). Le opere economiche. Vols. I, I, III. Bologna: 
Zanichelli, 1936-37. Pp. xix + 462, xviii + 720, xi + 533. 30 1, 
50 1., 40 1. 

[The publication of the collected works of Prof. Barone, carefully edited by 
Dr. Piperno, is to be welcomed, for his writings are scattered in periodical 
publications, or printed for private circulation among his students. The name 
of Barone has recently become familiar to most economists in this country as 
that of the author of an essay on The Minister of Production in the Socwalist 
State, which anticipated the present-day debates on planning and a socialist 














1938} RECENT PERIODICALS AND NEW BOOKS 379 


economy. But he belonged to the generation which immediately followed the 
publication of Marshall’s Principles, and which built on the foundation laid by 
him. Nearly all the writings collected in these volumes were written between 
1894 and 1912; during the war and post-war periods he published a number of 

pers, mostly on topical subjects; it is not clear whether they are to be 
omitted from this publication, or reserved for a later volume. The first volume 
contains the essays on economic theory, including his defence of the notion of 
consumers’ rent, the studies on distribution, the ‘‘ Minister of Production,”’ 
“ Introduction to Colonial Economics ’’ and “‘ Joint Costs and the Economics of 
Transportation.”” Volume 2 contains the Principles of Political Economy, with 
the variants and additions of the private editions. Volume 3 contains the 
Principles of Public Finance: this work was never properly published, and is 
reconstructed by the editor on the basis of various courses of lectures, printed 
for circulation among the students, and a few articles.] 


BruccoueRi (A.). Il giusto salario. Roma: Civilt&é Cattolica. 

. 64. 41. 

Eryaup!I (L.). Mitie paradossi della giustizia tributaria. Torino : 
Giulio Einaudi, 1938. Pp. 278. 


[To be reviewed.] 


FRAENKEL (E.). Storia di una nazione proletaria. La politica 
finanziaria italiana da Cavour a Mussolini. Firenze: Sansoni. Pp. 
xiii + 256. 161. 

ImpurGiA (A.). Crisi e prosperita. Palermo: Trimarchi. Pp. 
99. 101. 

Luzzatro (G.). Storia economica dell’eta moderna e contem- 
poranea, I, 2nded. Padova: Cedam. Pp. iv + 350. 501. 

Marescatcui (A.). L’Agricoltura italiana e l’autarchia. Torino : 
Giulio Einaudi, 1938. Pp. viii + 140. 

Problemi di finanza fascista. Bologna: Zanichelli. Pp. 344. 30. 


[A Festschrift in honour of Professor F. Flora.] 


Chinese. 


Keresinc (F. M.). The Philippines. A Nation in the Making. 
Shanghai: Kelly and Walsh, 1937. 8”. Pp. x + 137. 


[By the Professor of Anthropology in the University of Hawaii, this book is 
designed for schools or the general reader. It deals with the racial background 
of the Filipinos, their experience under Spanish and American control, and 
their present economic, social and political problems. ] 


Official. 
BriTIsH. 


Reports of the Unemployment Insurance Statutory Com- 
mittee. London: H.M. Stationery Office, 1938. Pp. 66. 1s. 


[The Committee had, under the Unemployment Insurance Act, 1938, new 
wers to reduce the funded debt; accordingly it recommended its reduction 
y £20 million out of the Fund’s reserve, thus bringing the annual disposable 
surplus, on certain assumptions as to the course of future employment, up to 
£1,500,000. This surplus it recommended should be disposed of, first by extend- 
ing the period of benefit in a way which helps, in icular, men of good 
industrial record, and second by raising the rate of benefit for an adult dependant 
from 9s. to 10s. a week. This latter recommendation is arrived at “‘ not without 
some hesitation, and not unanimously,’’ largely owing to the results of the 
special inquiry made by the Ministry of Labour in August 1937 as to the wages 
earned by the applicants for benefit for their last full week’s employment. An 
increase in benefit would naturally increase the number of cases (estimated as 
2:3 per cent. in the case of men, and 5-2 per cent. in the case of women) in which 
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benefit exceeded wage, and while this particular difficulty could be avoided by a 
change in the law enforcing @ maximum benefit, the Committee emphasises that 
the problem of dependency needs to be considered as a whole. It is interesting 
to note that the method of distributing the realised surplus of the Fund over a 
period of eight years is only justified if after 1945 the average rate of unemploy- 
ment is as low as 15-1 per cent.; an assumption the Committee believe to be 
justified largely because of the steady contraction of our staple industries. In 
the report on the agricultural account (unemployment including private gar. 
deners 4-1 per cent. in 1937) among the recommendations is the reduction of 
the waiting period from six to three days.] 


Report by the Food Council for the Yexr 1937. London: 
H.M. Stationery Office, 1938. Pp. 30. 9d. 

[The Food Council regards it as its function to draw attention to any increase 
in prices which seems to be unjust to the consumer, to any abuse of power in 
the regulation of — or “ and to any inefficiency or extravagance in 
production or distribution. This Report covers eleven different commodities, 
and the chief observations relate to: (i) bacon, the production of which from 
home-produced pigs declined in 1937 by over 16 per cent.; (ii) bread, for which 
it is recorded that the bakers’ associations have informed the Board of Trade 
that they were prepared to accept the Food Council’s previous recommendation 
that the supply of flour should not be withheld from any baker until he had 
been found by an independent tribunal to be selling bread at an uneconomic 
price; (iii) milk, for which the average retail price in 1937 was higher than in 
any year since 1922, and for which there will be an increase of ld. per gallon in 
the retail price in the contract period beginning October 1937.] 


Ministry of Labour Report for the Year 1937. London: 
H.M. Stationery Office, 1938. Pp. iv + 136. 2s. 

Eightieth Report of the Commissioners of His Majesty’s 
Inland Revenue. London: H.M. Stationery Office, 1938. Pp. 
72. 1s. 3d. 

Quarterly Summary of Australian Statistics. Canberra: 
Government Printer, 1937. Pp. 92. 

Report of the Textile Labour Inquiry Committee, 1937-38. 
Vol. I. Interim Report. Bombay: India House, 1938. Pp. 
ii+ 104. As. 5. 6d. 

[This is a most detailed and valuable survey of the section of the Indian 
cotton textile industry that lies within the Presidency of Bombay. Itstarts with 
a general survey, and proceeds to discussions of the wage position, of trends of 
activity, of the financial position and of the profit margin. The most impcrtant 
of the recommendations is for an increase of wages which varies from 3 annas 
in the rupee for the lowest paid workers, and 2 annas in the rupee for those 
receiving Rs. 25-35, to 1 anna in the rupee for the highest paid.] 


AMERICAN. 
United States Tariff Commission. Reciprocal Trade: A Cur 
rent Bibliography. Third Edition. Washington: 1937. 
National Resources Committee. Technology and Planning. 
Washington : Government Printing Office, 1937. Pp. 31. 10c. 


[In this slight pamphlet on science and national planning the view is expressed 
that new inventions with a “world shaking’”’ effect are unlikely to occur, 
unpredicted, over a period as short as 20 years, and are thus less troublesome 
to the planners than might be supposed.] 


CHINESE. 
The Trade of China, 1937. Introductory Survey. Shanghai: 
Inspectorate General of Customs. London: P. 8. King, 1938. 
$1.00. 
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LEAGUE OF NaATIONs. 


Money and Banking 1937/38. Vol. I. Monetary Review. 
Geneva. London: Allen and Unwin, 1938. 103”. Pp. 165. 5s. 


[The first section on Gold and Exchanges considers the world production of 
ld, the movements and distribution of monetary gold reserves, the sterilisation 
of gold, the relationship between sterling and the dollar, the movements of the 
French franc, and recent tendencies in exchange control. The second section 
on banking policy and Government finance describes in detail the position in 
the U.S., the U.K., Germany and Japan. The third section on the supply of 
money includes some pages on Government Accounts with Central Banks. 
The fourth chapter is on the Status of Central Banks, and a final section is on 
commercial banking legislation. At the end of the volume are 60 pages of 
monetary statistics. ] 


Money and Banking 1937-38. Vol. II. Commercial and 
Central Banks. Geneva. London: Allen and Unwin, 1938. 
10}". Pp. 214. 6s. 

[This is the statistical companion to the Monetary Review. Forty four 
countries are dealt with separately, and this year the complete balance sheets 
for each Central Bank are added in their original form. In ten cases intro- 
ductory notes summarise the monetary and banking developments of the past 
year. 


INTERNATIONAL LABOUR OFFICE. 


LEDERER (E.). Technical Progress and Unemployment. Geneva : 
International Labour Office, P. S. King, 1938. 94”. Pp. xi + 267. 
6s. $1.50. 


[To be reviewed. ] 
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